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THE ESTATE DUTY IN INDIA 


Tue Estate Duty in India is a relatively new measure in the tax structure 
of the country. It has been with us for hardly five years and already 
doubts are being cast as to its usefulness and attempts are being made 
to cover its loopholes through a gift tax. Its introduction in 1953 was 
by no means a new conception, as it has prevailed in other countries 
for a considerably long period and even in the fiscal history of India 
there have been many occasions when its adoption was seriously con- 
sidered. An important landmark in the history of this fiscal measure 
was the recommendation of the Taxation Enquiry Committee headed 
by Sir Charles Todhunter in 1924-25. Prior to it there were evidences 
of sporadic attempts of its levy in various forms. For instance, under 
the Zamorins of Calicut in the 9th century a succession duty equal to 
25 per cent of the value of an estate was levied. With the Moghuls it 
existed in the form of the Law of Escheat. Even the principle of con- 
sanguinity for succession was applied in some of the Indian States 
like Bikaner. However, the first attempt at a generalised application 
of it was made by the British Government in 1859 when the measures 
for the introduction of the income-tax were on the anvil. But the 
attempt had to be given up, as it was feared that a levy of it would fall 
with special severity on the land-holding classes. It was also felt 
that it might be premature in respect of other forms of capital value, as 
the investment habit was in its infancy. In the practical application 
of it, it was feared that there would be insurmountable difficulties in 
dealing with the Mitakshara joint family. 


In 1924-25 the Todhunter Committee made for the first time a 
thorough-going study of the potentialities and implications of such a 
levy. It refuted the argument that its impact would be heavy on the 
land-holding class by indicating the continuous increase in the value 
of land and the relatively low burden of taxation it bore in the form 
of land revenue. Besides, other forms of property which had increased 
in the meanwhile had to be brought within the scope of the tax. They 
stated categorically that it would have no adverse effects on investment, 
as the tide of investment was growing since 1900. To circumvent 
the practical difficulties in the application of the measure to joint 
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families under the Mitakshara law, the Committee suggested the levy on 
only an estate duty and an avoidance of the succession and legacy duties 
that were found in the English system. With a suitable modification of 
the law of probate it was felt that the success of the scheme could be 
ensured. With a few other miscellaneous suggestions the levy of the 
estate duty was recommended by the Committee. 


The Government, however, could not see its way to adopt it im- 
mediately owing partly to a reluctance to experiment with a new measure 
and also on account of the onset immediately thereafter of the economic 
depression. The year 1935 is epoch-making in the constitutional 
history of India. The Government of India Act came into force during 
that year and it empowered, among other things, the federal government 
to levy succession duties. It was taken up seriously in 1938 and Sir Alan 
Lloyd of the Central Board of Revenue was deputed to confer with the 
States regarding the desirability of the levy. The States merely re- 
iterated the objections that were all along being raised against its levy 
and checkmated the issue. With this the issue was shelved and there 
was a fairly long period of drift in the fiscal policy of government in 
respect of this particular measure. But there was a subdued anxiety 
to reopen the issue owing to the increasing awareness of the signs of 
economic growth and consequent increase in the well-being of the 
community. The following table throws light on certain aspects of 
economic growth in the country. 


Taste I 
Indicators of Economic Growth 
1921-22 1952-53 
Rs. Rs. 
Paid-up capital in joint-stock companies 222 crores 897 .56 crores 
Deposits in the post office savings bank 22.6 crores 118.35 crores 
New life insurance policies (1923) ove 5.84 crores 152.12 crores 
Total sum assured on life insurance : 
policies (1923) . 52.00 crores 907.01 crores 
No. of assessees for income-tax (1981-82) 415,585 582,306 
Total income assessed eee a 711.03 crores 
Revenue from income-tax cin soe 22.17 crores 114.92 crores 
National income ... one  %28.16 billions **99.1 billions 
Per capita income eee eee eee 74 262 


* Estimate by K. T. Shah and K. J. Khambata 
** Estimates by the Central Statistical Organisation. 

During the closing years of World War II and subsequently the 
inflationary trends aggravated the inequality of wealth distribution, 
Besides, the programme of industrial reconstruction and the emphasis 
on social services warranted an increase in financial resources. These 
twin objectives necessitated a revival of the idea to impose duties on 
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inheritance and in 1945 the Finance Minister considered it an important 
step towards the building up of a planned and expanding financial 
system. But fresh troubles in the nature of constitutional difficulties 
in the adoption of the measure were faced and on a reference to the 
Federal Court of India it was realised that the Central Government had 
no power to levy death duties. The British Government made its last 
attempt in introducing the measure by having the India (Estate Duty) 
Bill, containing the necessary amendments to the Government of India 
Act, passed by the British Parliament. But by the time the Bill was 
introduced in the Legislative Assembly, more far reaching constitutional 
changes in the form of the grant of Independence to the country took 
place and the Bill had automatically to lapse. Inspite of immediate 
measures being taken subsequently, the Estate Duty Bill had a tortuous 
career until its passage was precipitated in 1953. 


But still the circumstances were much more propitious in 1958 
than on all previous occasions. The experience of World War II and the 
subsequent tendency towards a wider distribution of wealth changed the 
attitude of the public considerably towards the institution of private 
property and the concentration of wealth and income. Any measure 
aiming at a reduction in such inequalities between different classes of 
society was welcome. With universal adult suffrage this change in 
attitude was capable of making itself effectively felt. 


Its Necessity 


In the context of developments during the post-war years there 
arose a necessity for reconsideration of the levy of estate duty in India. 
The revenue and expenditure position during the decade after World 
War II warranted the exploration of new avenues for augmenting 
the financial resources of governments. 


TaBLeE II 
Overall Budgetary Position of the Centre and the States 
(1951-52 to 1957-58) 


(in lakhs of Rupees) 
Surplus or Deficit (—) 
Year Overall Surplus 
On Revenue On Capital or Deficit (—) 
Account Account 

1951-52 ose ose 140,06 —115,24 24,82 
1952-53 ove ose 42,29 — 104,89 — 62,60 
1953-54 eee ose 5,45 — 91,02 — 85,57 
1954-55 eee eee 21,93 —127,31 —105,38 
1955-56 eee eee — 25,84 — 208,82 — 284,16 
1956-57 (R.E.) eee — 39,46 — 278,88 —818,34 
1957-58 (B.E.) eco — 41,89 —345,14 — 387,03 


Source : Budgetary Statistics of India, 1951-52 to 1957-58. (Ministry of Finance). 
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The table shows that the position did not justify complacency on 
the part of the administrators. Besides, plans for economic reconstruc- 
tion and development were drawn up even before the close of the war and 
their implementation would necessarily require additional financial 
resources. For meeting these contingencies new fiscal measures had to 
be conceived and at that stage of thinking they could not go beyond an 
estate duty which had all along been contemplated. It was therefore 
passed into law in 1953. 


It is germane to examine the views of the Taxation Enquiry 
Commission which was constituted thereafterwards on this fiscal measure 
that was implemented. The Taxation Enquiry Commission approved in 
general the levy of the estate duty and even refuted some of the argu- 
ments that were advanced against it. Particularly in respect of savings 
and investment, the Commission was of opinion that a tax on personal 
incomes would perhaps be more harmful than an estate duty. They were 
even of opinion that there is a case for lowering the exemption limit of 
the tax after sometime. To prevent the circumventing of the duty by 
gifts inter vivos, the Taxation Enquiry Commission suggested that the 
period for such gifts should be increased from 2 to 5 years. Even the 
idea of a gift tax was not entirely foreign to them, but they suggested 
that it could be tried after gaining experience in the administration of 
the estate duty. 


Form of the Tax 


The most important feature of the estate duty in India is the 
exclusive choice of the total value of the estate as the tax base. Con- 
sanguinity of the inheritor could not be taken as an additional basis of 
taxation owing to the peculiar difficulties of inheritance among the 
Mitakshara type of joint families. It may be of interest to note that 
the legacy and succession duties have been abolished even in the United 
Kingdom in 1949 and the estate duty is the only inheritance tax in 
force there at present. No distinction was also made between acquired 
and inherited property with regard to the liability of the tax. Certain 
types of property were defined as being outside the purview of the duty 
and several exemptions and reliefs were also granted. The exemption 
limits in India are much higher than those prevailing in other countries. 
It is Rs. 50,000 in the case of property consisting of a coparcenary 
interest in joint Hindu families of the Mitakshara laws and Rs. 1 lakh 
for all other properties as compared with £ 3,000 in U.K., the equivalent 
of Rs. 30,000 in Australia and Rs. 20,000 in Ceylon. The rates at 
which the duty is levied are also much lower than in most of the foreign 
countries. India, following the example of U.S.A., and Japan, has 
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adopted the slab system and the rates of levy rise from 6% on the first 
slab to 40% on the excess over Rs. 50 lakhs. In the U.K., which follows 
the step system, the highest rate is 80%. The following table gives the 
rates of estate duty in different countries. 


TaBLe III 
Rates of Estate Duty in Selected Countries 
India U.K. U.S.A. Australia Canada Sweden 


% % % % 


3 

10 ose 

100 83.92 70 53. 


The experience of the levy of this duty in India since 1953 has not 
been very-encouraging. The actual collection fell short of expectations 
and the yield was only about Rs. 2 crores per year. This may have to be 
attributed to a number of factors, such as evasion through gifts, difficul- 
ties of evaluating the real worth of the property either on account of the 
complications of the joint family or the widespread practice in India of 
holding property in the form of jewellery. Besides the practice of 
leaving a will is more an exception than a rule in the country and hence 
it has been difficult to bring all the taxable estates within the purview 
of the duty. Table IV gives the actual revenue derived from this tax 
in each year of its operation. 


TaBLe IV 
Revenue from Estate Duty in India 


Estate Duty as 
Estate Duty Tax Revenue percentage of 


tax revenue 
(in lakhs of Rs.) 


1954-55 81 720,61 
1955-56 190 759,44 
1956-57 (R.E.) ... 0... 248 841,81 
1957-58 (B.E.) ... 252 972,27 


R.E. Revised Estimate B.E. Budget Estimate 
Source : Budgetary Statistics of India, 1951-52 to 1957-58. (Ministry of Finance). 


However, in the course of its operation a few changes have suggested 
themselves and they have been incorporated in the Act by means of 
amendments. The most important among them are the reduction of the 
exemption limit to Rs. 50,000 and the introduction of a tax on gifts to 
prevent not only the evasion of estate duty but also to plug possible 
loopholes in the rest of the tax structure. 


Value of Estat Japan 
R % 
3 29.3 
5 48.8 
7 56.8 
7 70.0 
9 72.5 
0.11 
0.25 
0.29 
0.26 
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The total yield of the tax since its inception is only Rs. 5-95 crores ; 
the cost of collection of it being Rs. 22 lakhs. The recent amendments 
are expected to bring in an additional revenue of about Rs. 2 crores 
per year in due course. Even assuming that the expected increase 
fructifies, the total yield from this source would not be more than Rs. 4 
crores per year. Comparable figures of yield from the tax in other 
countries are given in Table V. 


TABLE V 
Revenue from Estate and Gift Taxes in Several Countries 


Estate Percentage 
Average 1951-55 and Gift of Estate 
Unit taxes as and Gift 
of Estate Total percentage taxes in 
Currency and Gift Tax of total in 
Taxes Revenue tax 19389 


United States ... 


(Australia 
Australia (State and do. 
Local Government) 


(Source : Statistical Year book of the United Nations, 1955). 


The apprehension that the levy of the duty will have adverse 
effects on capital formation does not seem to be based on any plausible 
arguments. The tax cannot have a negative effect on capital formation, 
as it is rather loosely related to present effort. It cannot be a dis- 
incentive to saving particularly if the rates are kept low, as saving is 
motivated by various factors and all of them may not be equally affected 
by a remote levy like a tax on inheritance. Its effect on the structure 
of business has also not been borne out by facts. In the United Kingdom 
the Inland Revenue authorities have estimated that not more than 2% 
of private business has been converted into public limited companies 
under the stress of the duty. Still adequate precaution has been taken 
in India to meet this contingency by the provision for deferred 


payments. 


The estate duty is also capable of certain positive benefits, such 
as, for instance, the prevention of inequalities in wealth and income 
getting perpetuated if not accelerated overtime by the institution of 
inheritance. If it is not arrested the incentive to earn and accumulate 
even among those who have the ability to do may loose the edge. 


168 
millions) millions) 
ee ... - Dollar 867 59749 1.5 7.2 
Switzerland... Franc 43.1 845.8 5.1 7.2 
Germany (Western) ... Mark 49.6 27009 .2 0.2 0.1 
United Kingdom ... Pound 176.0 4525.3 3.9 8.2 
Australia (Commonwealth) Pound 9.6 891.0 1.1 2.3 
) 
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Further, the estate duty is an important link in the chain of taxes 
constituting a fiscal structure. While it would effectively check the 
opportunities for evasion by converting income into property, it would 
also conserve the incentive to work by distributing the tax burden 
more evenly between earned income and inherited wealth. 


The gift tax has been conceived in the context of the operation of 
the estate duty. An attempt to evade the estate duty by gifts inter 
vivos is to be checked by the adoption of the gift tax as a regular feature of 
the tax structure, because the varying permissible periods in. the different 
tax structures for gifts inter vives have not in practice prevented the 
transfer of property for escaping the liability of the estate duty. So 
logically the gift tax ought to be a supplement to the estate duty and 
not an alternative. But it is sometime suggested that, since inheritance 
either testate or intestate is also a form of gift, all transfers of property 
may be brought within the scope of the gift tax. But this is only a 
change in nomenclature with no positive advantage. A better thing to 
do may be to have both the forms of taxation but with different rates of 
levy. The behaviour of the assessee can be guided to a considerable 
extent by the appropriate adjustment of the rates levied, as he is likely 
to adopt that method of transfer of property which is likely to invole a 
smaller tax liability. If it is the intention of the State to prevent large 
accumulations of wealth over long periods of time among individuals, 
a comparatively lower rate of levy on gifts may be adopted so that it will 
be an inducement to distribute wealth much earlier than the death of the 
assessee. To some extent a more equitable distribution of concentrated 
wealth could also be attained by making the rate of levy depend on the 
wealth of the recipient inclusive of the gift. Ofcourse there is a limit to 
the effectiveness of this measure. It will begin to operate only in respect 
of recipients who are equally distant in relationship with the donor. 


Potentialities of the Levy 


Apart from the propriety of the form of the levy and its economic 
justification, it is essential to consider the value of the fiscal measure in 
the context of current developments. This could be judged in terms of 
two criteria, viz., the flexibility of the tax and the reliablity of the tax 
base. At present a high degree of dynamism is perceptible particularly 
among the underdeveloped countries with regard to economic develop- 
ment. That requires financial resorces which are equally dynamic. 
The estate duty as a tax measure is incapable of high flexibility and 
consequent dynamism. The experience in India since the inception of 
it is evidence of its extremely slow reaction even if allowance is made for 
the shortness of the period over which it has beenexperimented. Unlike 
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a taxon personal incomes or even on expenditure and taxes like the 
General Sales Tax, an estate duty by its very nature is incapable of 
responding quickly to the manipulations of the Finance Minister. The 
following table shows its position beside the other sources of revenue. 


VI 
Percentage Distribution of Tax Revenue of the Centre and the States 


Average Revised Budget 
1951-52 to Estimate Estimate 
1955-56 1956-57 1957-58 


. Laad Revenue and Agricultural 
income-tax ose 
. Sales Tax ... 
. Corporation Tax ... 
Estate Duty 
. Other Taxes and Duties . 


Tax Revenue (in lakhs of Rupees) ... 713,78 


* Average tage for the years 1954-55 and 1955-56. 
** Includes Wealth Tax, which contributes 1.5 per cent to the total tax revenue, 


This is as it ought to be expected in countries where the rate of capi- 


tal formation is low. So, for purposes of economic development for 
which financial resources are sought, an estate duty may not be the 
most appropriate fiscal measure. Therefore the justification for its 
integrating a tax structure there would certainly be a justification for 
the adoption of both the estate duty and the gift tax. But the degree 
of integration which they are likely to bring about would depend upon 
the second criteria enunciated above, viz., the reliability of the tax 
base. Judging from the trend of income redistribution and also from 
the standpoint of the nature of land reform legislation that is being 
undertaken, one may not be far wrong if one envisages a gradual dis- 
appearance of this tax base. With the expansion of the public sector 
and with the restrictions on earnings in the private sector, the old 
tendency of concentration of even earned wealth among individuals is 
likely to become less and less pronounced in course of time. To keep 
pace with it the exemption limit of the levies may have to be progress- 
ively reduced, but it would be illogical to do so because the purpose 
of an estate duty is toprevent the inheritance of large accumulated 
wealth with all its attendant evil consequences and not to intercept even 
small and reasonable amounts of inheritance which may serve as the 
nucleus of medium and small scale business capital. It would also be 
uneconomical to collect such small transfer of ancestral wealth. Sucha 
state of affairs need not however be regretted, because that is how the 


1. Customs and Excise duties wail 46.6 47.7 48.3 
18.6 16.2 15.5 

3 
10.0 11.8 10.2 

4 9.2 9.4 10.0 

5 5.7 5.7 5.6 

6 0.2* 0.3 0.3 

7 9.7 8.9 10.1** 

841,81 972,27 
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socialist pattern would be reached. What is being envisaged may not 
appear absolutely impracticable if the place of these taxes in other coun- 
tries of the world is ascertained. It has invaviably made a poor showing 
in most of the countries where it has been in existence for quite a long 
time. Table V will show how its percentage to total revenue of the 
countries has been steadily declining. It will be seen that it has been 
relatively more rigid as compared with the other sources of revenue of a 

-modern State. This phenomenon will be even more pronounced in an 
under-developed country which is following an egalitarian fiscal policy. 
So, it may not be very correct to lay much store by the estate duty as a 
tax measure, 


Madras R. BALAKRISHNA 


CAPITAL MARKETS AND THE INDUSTRIALIZATION OF 
UNDERDEVELOPED ECONOMIES : 


A Theoretical Hypothesis for Empirical Research* 
I. Inrropuction 


LitTLE is known about the structure of capital markets in under- 
developed economies. This reflects the very limited quantity of empiri- 
cal research into this particular problem. The purpose of this paper 
is to provide a broad framework of hypotheses which focuses upon 
certain significant aspects of the flow of finance in these countries. 
The hypothetical relationships developed here may provide a basis for 
empirical research into the actual structure of the financial markets 
in underdeveloped areas. The empirical research will make it possible 
to test the validity of the hypotheses, so that it may ultimately prove 
possible to construct a valid theory of the operation of capital markets 
in underdeveloped regions, and the relationship between this operation 
and economic growth. 


The importance of this research is clear. If the major problem in 
the process of development is to increase the level of savings and to 
channel those savings into investments which lead to economic growth, 
then the mechanism of the capital market is a crucial intermediary 
element in the process of growth. It becomes of major significance to 
understand how the existing capital markets operate to assist the accu- 
mulation of savings and their allocation in these various economies ; 
it may then prove possible to modify the markets in such a way to 
provide a more efficient mechanism for increasing, as well as channelling 
savings into “growth” investment. Since the author’s previous exper- 
ience has been in India, the hypotheses which follow will be based on 
that country ; however, to the degree that the economic situation in 
other countries is similar to that of India it is possible these hypotheses 


* This paper was prepared at the Massachusetts Institute of Technology Center 
for International Studies, Cambridge, Mass., U.S.A. by whom the author is employed 
and for whom he is currently engaged in a research project in India. This was written 
as a theoretical framework for that research project, and was read in an earlier form 
before a seminar of the Center. The criticism that it received at this seminar and 
in private discussion with members of the Center and members of the M.I.T. 
Economics Department has been invaluable in rewriting it for publication. 

1 Probably the most inclusive review of the existing empirical data is contained 
in two articles by Dr. U Tun Wai in the International Monetary Fund, Staff Papers 
August 1956 and November 1957, respectively, pp. 249-278, and pp. 80-142. 
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can be generalized.2? Furthermore since the author’s major interest 
is directed to industrial capital markets, the analysis of these markets in 
the rural sector which will precede that of the industrial sector is nece- 
ssarily brief and tangential, although it is essential for the latter. 


II. A THeory or CapiTaAL MRKETS IN AN UNDERDEVELOPED 
Economy 


A. Assumptions and Definitions 


1. Assumptions 


First, it is assumed that there are two clearly defined sectors in an 
underdeveloped economiy—an agricultural sector, centering about land 
and its products ; and an urban industrial sector. It will be assumed 
that the bulk of the national product is derived from the agricultural 
sector, and a large part of investment is devoted to that sector. In the 
theoretical discussion that follows we will begin by briefly analyzing the 
flow of capital in the rural sector ; we will then introduce the industria- 
lized sector—both an indigenous part, and a foreign-owned part ; finally 
we will insert various institutional features of a capital market, such as a 
securities market, and the government. Our analysis will examine the 
effects of the introduction of each of these upon the flow of capital into 


industry from the rural sector, and within the industrialized sector. 


Second, it is assumed that the flow of resources within and between 
the two sectors can be explained on economic grounds. This implies 
that on the margin choices between investments are made by investors 
in such a way as to maximize their anticipated yields from such invest- 
ments after deducting costs and with due regard to considerations of 
safety and liquidity. This assumes that there is a group within the 
economy both capable of making such choices and with both the know- 
ledge and freedom that permits such choices. In India this group is the 
large landholding, money-lending and trading group (the latter are 
usually of land-owning origin) within the society’—and our major 


2 The articles of Dr. Wai indicate similar phenomena in many of the under- 
developed countries with significantly different institutional bases. This would 
indicate these phenomena reflect real factors which are generalizable, rather than 
merely reflecting the institutional characteristics of a particular country. 

3 The Report of the Rural Banking Comm. (Govt. of India, 1950) supports this 
economic assumption. Chapter II of this report discusses rural savings, and points 
out (par. 27) that “‘the rural ——— consists of various classes, some of whom, at 
least,such as big landholders, cultivators of economic holdings and the thrifty sections 
of small holders and tenants, and traders, normally possess...a margin for savings. 
The surpluses...have generally been invested in the purchase of land, in acquiring 
additional livestock and in agricultural improvements like the development of means 
of irrigation, construction of bunds and embankments, extension of gardens, com- 
mercial crops and plantations. Sometimes a portion of such surpluses has also flowed 
into urban enterprises such as trade, the establishment of processing industries and 
the acquisition of urban real estate.” 
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interest in the first part of the discussion is with this group. It is not 
necessary to introduce a set of assumptions of a non-economic character 
at this point, although it is obvious that the institutional pattern (i.e. 
the combination of social, political, and psychological forces) within the 
society will influence the operation of the direct economic forces. 


Given these two assumptions the corollary from economic theory 
is that for investment to occur in industry the rate of return on capital 
invested at the margin must be equal within and between both sectors, 
after adjustment for safety and liquidity. In the context of an under- 
developed economy this has the implication that the failure of indi- 
genous capital to invest in industry in the past reflects the fact that for 
indigenous capital the anticipated yield on the marginal investment in 
agriculture has been higher than that in industry, especially after adjust- 
ment for risk and liquidity. 


2. Definitions 


An investment is defined as the possession of an asset held primarily 
not for consumption but for an economic return. The asset may range 
from land’ at one extreme, through agricultural commodities and pre- 
cious metals, through industrial commodities, to holdings in an industrial 


enterprise, either directly in the form of physical assets, or indirectly by 
ownership of portfolio investments if securities are issued. 


For an investor the relevant yield from capital is the anticipated 
rate of return, although for purposes of measurement the actual rate of 
return would have to be used. The value of the asset is the capitalized 
value of the anticipated rate of return. The potential investor will 
choose that investment among alternatives which promises the maximum 
yield over time; this investment, given the market rate of interest, 
will also mean that the asset is at the maximum discounted value, when 
compared with others ; the investor shifts among his holdings of various 
assets until the anticipated yield on each at the margin is equal, and 
at this point the total value of his holdings of assets is at a maximum 
consistent with his preferences for safety and liquidity. For the society 
as a whole the rate of return on assets, and the structure of the rates of 
returns, will be such as to equalize demand and supply for both the in- 


* This hypothesis is similar to that of Conard and Meyer in their article in the 
April 1958 issue of the Journal of Political Economy on “* The Economics of Slavery in 
the United States.” 

5 Land is defined broadly to include agricultural capital, such as bullocks. It 
does not, however, for our purposes include direct ownership of industrial equip- 
ment, such as a sugarcane press—although here the dividing line is thin. 

* This assumes that a market for the exchange of assets exists in some form. 
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dividual types of assets (each of various yields, risks and liquidities), and 
the total supply and demand for all assets. 


B. The Capital Market in the Agricultural Sector’ 


Let us first postulate a closed economy that is entirely agricultural 
and non-monetized (except for precious metals), with no industrial 
production and with a relatively fixed but initially abundant supply 
of land of various qualities. In such an economy we may assume that 
the Ricardian theory of rent applies. Initially land is a relatively free 
good, with no economic rent, although there may be political claims on 
theland. As the population rises there is recourse to land of successively 
poorer qualities ; at each margin more labor and capital must be 
employed to produce the same output ; this raises the price of the otput, 
and the.land of superior quality earns an economic rent. As the econo- 
mic rent rises, the value of land, which is the capitalized rent, also rises.® 
Let us assume that the population continues to rise until it reaches the 
limits of the land supply, and that at this point the output of the land 
is only sufficient to provide a subsistence level of return to the cultiva- 
tors at the margin. The return to agricultural labor or farmers will be 
determined by subsistence earnings at the margin; and the output 
above subsistence requirements for labor would be the economic rent 
plus the earnings on capital. These returns will be capitalized in the 
market value of land, at the various exchanges. If we assume that 
either through early tradition, conquest or legislation, or all combined, 
there is a group of landowners apart from the farmers, the former group 
will be earning a level of earnings above subsistence, and will be capable 
of accumulating savings and investing. 


7 This discussion owes much to a lecture of K. N. Raj of the Delhi School of 
Economics, given at M.I.T. on April 11, 1958,on the structure of interest rates in rural 
India. There are, however, different stresses with the emphasis in what follows 
on the real shortage of capital in this sector, rather than institutional elements. 


8 F. G. Bailey Caste and the Economic Fronticr (Manchester University Press, 
(1957), describes most effectively, the Ricardian consequences of a rising population 
and creation of a market for land and cash crops over the past 100 years in a village 
in Orissa with a limited supply of land and constant techniques. The resultant 
je ey on the land, the breakup of large estates, the forced going into debt or sale of 

d as a consequence of uneconomic holdings are made clear. A point that comes 
out clearly is that this is not an institutional phenomenon arising from permanent 
large landholders, but reflects real economic forces at work in this region. In this 
village Hindu hereditary laws and the breakup of the joint family, reflecting increas- 
ing commercialization of the economy and non-agricultural earnings, have led to the 
splitting up of estates into small holdings if a landowner has a large number of male 
heirs. Thus there is a constant shifting of the large land-holdings among individuals, 
depending in part in the chance of number of heirs. If this splitting does not occur, 
the large landowner re-einforces his wealth and position by the gains he makes from 
his use of his crop surplus. 

The proportion of the value of land output to the sales prices of land in this Orissa 
po Ray oA _— from 16% to 250% depending upon the pressure under which the 
seller so 


Initially, under our assumptions, the only possible investment 
will be in land ; even later, investment in land will be the major form of 
investment in this economy. However, as further capital is invested in 
the land, output per unit continues to rise, but as with labor, the margin- 
al yield from the additional capital will diminish and the rate of return 
will decline. If the landowners and capital-holders are the same group, 
as is probable, the total returns of this group will probably continue to 
rise, since their gains as landowners would compensate for any decline 
in their gains as investors in land. 


Let us now assume that agricultural techniques are relatively 
constant, while the total output of agriculture is subject to movements 
due primarily to weather and subject to regional variations. Let us 
also assume that certain of the consumption practices of the population 
have been set, in some particulars at least, in periods when per capita 
availabilities were more abundant. As a result of both these factors 
there would be periodic demands for credit for purchases of subsistence— 
initially, in a year of poor crops, for food until the next harvest comes in ; 
to provide the working capital (seeds, feed, etc.) necessary for agri- 
culture ; and to meet various extra socially imposed consumption 
expenses (as for dowries for daughters). Bailey ascribes the main 
reason for first borrowing, and ultimately for the sale of land, to “ con- 
tingency expenses” which arise in the course of a year—tloss of capital 
(such as a bullock which dies; or the need for seed paddy between 
harvests), and unusual consumption expenses (dowries and funerals).° 
The return on capital on loans of commodities for such purposes will in 
fact be high, especially if the economic factors in the landholder’s 
position is supported by local monopoly. The loan plus interest could 
only be paid by the debtor from sale of land or precious metals, or from 
the year’s crop which the debtor turns over in repayment. Ina non- 
monetary situation the repayment of principal and interest on the loan 
will inevitably be in claims on future crop, and a lender will normally 
hold at least some proportion of his assets in commodity stock. Apart 
from his interest return, the lender frequently makes additional income 
which represents a capital gain arising from the difference between the 
value of the crop which he receives as debt repayment, and the price 
at which he is able to sell or lend his crop holding. Apparently, the 
capital gain return on the investment in such holdings of commodities 
is high and may exceed the “ interest” return. The landowner cum 
lender finds it to his advantage to invest heavily in such speculative 
holdings of a storable subsistence crop with the expectation that varia- 


® See especially Chap. IV for a discussion of these contingency factors giving rise 
to ond tate of 
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tions in weather and in crop yield between harvests!® will force the 
farmer to pay a high rate of return for subsistence and working capital 
loans from this stock. Bailey™ describes the process as follows :— 


‘Those who lend paddy are mostly those whose estates 
produce more than they need...(as well as) a few who have no 
land...and who have built up a prosperous business from small 

“From April and May until the end of September many house- 
holds are running out of the stock of paddy which came from their 
own land. Those who have a cash income will usually buy grain 
or paddy. Those who have no cash must borrow paddy to eat, 


and a few cultivators need to borrorw seed paddy, having already 
consumed their seed. 


*“ The rate of interest from the time the grain is borrowed 
to the next harvest (on which the lender has first call) is 50 per cent. 
If seed paddy is borrowed, the rate is 100 per cent...” 


** Paddy, which is rice in the husk, can be kept in good condi- 
tion for eating for two to three years...Seed paddy is good for two 
years. 


These returns on stock are separate from the value of land, since 
they do not derive from the output of any piece of land. Thus they 
would not be capitalized in the value of the land, and would be a 
productive return in addition to rent and profits from land directly. 


The one other major area of new investment in such a purely 
agricultural economy is precious metals—usually in the form of jewelry. 
These metals offer protection against variations in price ; they offer a 
supplement to subsistence in times of poor crops since they can always 
be sold ; they can be hidden more easily than land or commodities from 
government officials, tax collectors, and a jealous population, since they 
are not as obvious ; they do not spoil nor do they require storage facili- 
ties ; they have far greater liquidity than either land or crops. The 
lack of return on precious metals in a period of price stability is compens- 
ated to some degree by their high liquidity and safety—and at least part 
of the assets of both a large rural capitalist and any small savings of the 
farmer or tenant will be held in this form. This explains the great 


1° The holder of commodity stocks also gains by the great variations in prices of 
these commodities over a several year period. By getting the stocks (as security) 
when prices are low, and selling them when prices rise, a high rate of return is earned. 
See Alfred Marshall, Official Papers, p. 276. (Macmillan, 1926). 


1! Bailey, op. cit., p. 155. 
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demand for increments of precious metals in such an economy: the 
bulk of the annual import and production of precious metal represents 
net investment by the rural population. 


These economic factors arising from a shortage of capital in the 
form of land and equipment, or working capital which includes subsiste- 
nce, explain in large part the types of investment in agricultural, under- 
developed economies. They are reinforced by various social elements : 
the high prestige of land and its social importance in a village-oriented 
society ; the monopolistic element in a local economy in which each 
village is separate and the functions of landholder, moneylender, and 
trader are combined in a few families ; the fear of external forces and 
external investment. A pattern of investment in land, subsistence 
commodities, and precious metals not only yields a relatively high return 
to the landowner-lender, but also satisfies the liquidity preference’ 
and safety preference in such a society. Furthermore, in such a society, 
these are not separate investments by different individuals or groups, 
but represent a pattern of investment by the same group, since capital 
for non-land investment is usually inseparable from ownership of land. 
It is for these economic and social reasons that the rates of interest on 
loans in the rural sector are so high—U Tun Wai estimates that the 
average over 24-36 per cent in various rural economies; the Rural 
Credit Survey found the average interest rate in rural India to range 
from 18-30 per cent ; and Bailey found the minimum rate in his village 
to be 16 per cent, although almost all loans were at rates over 25 per cent 
and the rates on small loans rose as high as 100 per cent. As risk in- 
creases, the rates rise above the minimum, which is largely set by the 
alternative yields possible in land holding plus commodity holding and 
trading, as described earlier.'* 


We have assumed that land is fixed. We shall maintain this 
assumption and now assume that capital accumulates on the part of the 
landholders. The only area for investment is in the agricultural sector. 
We have already indicated that with a fixed supply of land the effect of 
further investment will be to reduce the marginal yield from the invest- 
ment in land itself, with the price of land being bid up over time. The 


18 Keynes, General Theory of Employment, Interest and Money, Chapter 17, and 
especially pp. 239-242 contains ar stimulating insights into iquidity preference 
jn underdeveloped economics. 


13 Wai, op. cit., (November 1957), p. 102 ; Rural Credit Survey (quoted by Raj) ; 

Bailey, op. cit., pp. 81, 125, 155, 161. On p. 77 Bailey makes the teresting, and 

often forgotten point, to explain the lack of post-office saving in his village. “...... 

anyone who has the savoir-faire to use the Post Office Bank (for his savings) can - 

much higher rates of interest by lending nioney or using it as capital for trading ” 
and therefore will not deposit his money at the Post Office. 
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effects of investment in stocks of commodities for gains in price will be 
similar. On the one hand the prices of such commodities will be bid up ; 
on the other hand as more stocks are held, the cost of holding it will 
rise as storage facilities must be supplied and if potential investors 
from areas outside the village seek to purchase commodities and sell 
them over wider areas, the gains from local scarcities and monopolies 
diminish. If, to anticipate, the government enters to improve trans- 
portation and to reduce famine conditions in regions, this would also 
reduce the marginal yields on such stock-holding investments.'* With 
respect to labor we have previously assumed a subsistence equilibrium, 
so that the possibilities of further growth of population, given constant 
techniques of land use are slight. Thus as capital accumulates under 
our assumption, the returns on capital in marginal agricultural invest- 
ments tends to diminish—and alternative investments in other fields 
that promise to yield a return equal to that in agriculture on the margin 


become appealing. 


C. INDUSTRIALIZATION AND THE ROLE oF BANKS AND 
INsuRANCE COMPANIES 


1. External Stimuli to Industrialization, and Introduction of a Financial 
System 


Let us introduce into this agricultural economy an initially foreign. 
owned, completely westernized sector devoted to the exploitation of 
natural resources, the output of rural products for foreign consumption, 
and some processing industries. By definition the initial flow of capital 
into this sectorwill be from overseas (possibly associated with political 
control). The major private foreign investment will be from foreign 
coutries, one of which may have political control, and the main incentive 
for investment will be an anticipated rate of return in the underdeveloped 
country that exceeds the rate of return anticipated in the capital-exporting 
country.1° Over time there might be an additional flow from externa] 
sources, as well as the ploughing back of profits earned in the under- 
developed country. If the investment in fact proved unprofitable, or 
did not come up either to past anticipations or to future anticipated 
profits in the home country, the capital might be repatriated."* 


14 Marshall, op. cit., points out the decline in return on these in India overtime. 


8 There might also be government sponsored or guaranteed flow of capital for 
reasons of defence, etc. 

%* This assumes free flow of capital. Unsettled political circumstances might 
also contribute to repatriation. 
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Originally this foreign investment would have little contact with the 
indigenous financial markets. For obvious reasons there would be no 
direct inflow of capital into money-lending or trading in the indigenous 
sector. Further more, the foreign sector would be accompanied by its 
own commercial and banking institutions. These would function pri- . 
marily to meet the capital and foreign trade finance needs of this sector, 
and would be financed either from overseas or from internal resources. 
There would also be no initial direct contact between these organized 
financial institutions and the traditional sector. There would, however, 
be indirect contact. If the foreign investment is either for the export 
of agricultural (cash) crops, or for exporting mineral resources, and if 
the supply of these raw materials comes from native sources (rather than 
from large, foreign-owned plantations) there would be a flow of working 
capital, including subsistence funds, from the foreign sector to the tradi- 
tional rural sector, Furthermore, to the degree that the foreign-owned 
industrial plants purchased raw materials or parts of the final output 
from the indigenous sector there would be some inter-sector financing to 
these suppliers. To the degree that the final output of the plants were 
sold to the indigenous sector the foreign firms would inevitably have to 
to supply credit to purchasers—whether on a wholesale or retail basis— 
and there would thus be indirect flow of funds from the foreign financial 


institutions to the native sector via the foreign producing or trading 
firms. At the same time it is probable that certain of the foreign financial 
institutions would begin to deal directly with individuals and firms of the 
native sector with whom their foreign accounts deal. Thus there would 
be some flow of funds from the foreign sector to the native sector, and 
with that a reverse flow would also develop. 


2. Internal Stimuli to Industry and an Indigenous Financial System 


The success of the foreign sector’? stimulates the investment of 
native capital into similar or related activities, which promise a rate of 
return higher than that anticipated in indigenous subsistence agriculture. 
The directions of this flow will vary, but initially it may be expected to 
follow paths related to agriculture. The stimulus of higher returns in 
cash crops will attract farmers—large and small—to production of these. 
Rather than investing only in stocks of subsistence commodities which 
he buys from and sells to the farmer, the rural capitalist now also holds 
stocks of commercial crops—and while he buys these from the farmer 
(or gets them as security against loans), he sells the cash crops to the 
user—whether for export or domestic processing. At the same time 
as the new industrial plants begin to sell their manufactured proucts, 


17 Asin Japan this may occur independently of a foreign stimulus. The assump- 
tion of an earlier external force is primarily for purposes of exposition, 
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probably subsistence goods such as textiles, to the rural population, 
the same rural capitalists will hold stocks of these for ultimate sale to the 
final farm consumers. In either case the farmer, both as a producer of a 
cash crop and a consumer of a manufactured crop, will require advances 
of working capital to meet his substence needs (especially if he no longer 
produces food) until he receives payment for the “cash” crop, and 
until he can pay for the manufactured products he consumes. Thus the 
function of the rural capitalist at this stage is the same as the traditional 
one, but it is now associated with exchange products rather than with 
purely local output. 7 


Initially local direct investment in industry will be of a low return 
relative to the average return in existing agriculture, although not rela- 
tive to the anticipated marginal return in agriculture. Paul Baran in his 
article, “‘ On the Political Economy of Backwardness,”’!* summarizes 
well the problems of private industrial investment in an underdeveloped 
economy :— 


“ The shortage of investible funds and the lack of investment 
opportunities represent two aspects of the same problem. A great 
number of investment projects, unprofitable under prevailing condi- 
tions, would be most promising in a general environment of economic 
expansion. 


“In the backward areas a new industrial venture must fre- 
quently, if not always, break virgin ground. It has no functioning 
economic system to draw upon. It has to organise with its own 
efforts not only the productive process within its own confines, it 
must provide in addition for all the necessary outside arrangements 
essential to its operations. It does not enjoy the benefits of ‘ ex- 
ternal economies’. 


...Large-scale investment is predicated upon large-scale 
investment. Roads, electric power stations, railroads, and houses 
have to be built before businessmen find it profitable to erect fac- 
tories, to invest their funds in new industrial enterprises... 


“* Yet investing in (such projects) transcends by far the financial 
—and mental horizon of capitalists in underdeveloped countries... 
the individual firms engaged in such activities may suffer loses 
and be unable to recover their investments...” 


18 This article which appeared in the Manchester School, Volume 20, No. 1 
(January 1952), briefly summarizes the points made at greater length and with 
supporting theoretical analysis by numerous other writers in the field of economic 
development among others by Paul Rosenstein-Roden (most recently in his article, 
“The Theory of the Big Push ”) ; by Francis Bator in several articles on external 
economies ; and by Harvy Leibenstein in Economic Backwardness and Economic 
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Together with this relatively low rate of return, investment in industry 
in an underdeveloped economy is far more risky and less liquid (in the 
absence of a security market) than investment in land; and it lacks 
both the history and social support of the latter. For the rural capitalist 
and potential investor in industry the return on investment in industry 
would not only have to be at least equivalent to that on the margin in 
agriculture (including commodity stock-holding), but would also have 
to provide a premium because of its relative disadvantages. (These 
disadvantages would not hold for foreign investors whose anticipated 
profits would be related to home profits and whose output would be 
directed to overseas markets ; and who either bring with them or use 
foreign owned institutions, and who have a background of experience 
in industry). Nevertheless in spite of these disadvantages local rural 
capitalists may be attracted directly into industry—first by the falling 
rate of return in agriculture, and second, by the experience of foreign 
firms, if this is successful. Initially these indigenous firms would be 
largely self-financed (including family and community financing) in the 
tradition of rural financing pointed out earlier. To some degree also 
there would be financing by the traders (also rural capitalists) who supply 
credit in the purchase of raw materials, and in the sale of the output. In 
certain cases traders would take over the manufacturing firm if the latter 
did not meet its debt. However, given the shortage of capital and the 
anticipated return in agriculture, the risk of industrial investment at this 
stage compared with the relative safety of agricultural investment, and 
the experience of a trading history with the emphasis upon rapid return, 
the speculative aspect of investment will be dominant. This is to be 
expected. As the broad economic development of the country proceeds 
to a level at which social overhead exists in sufficient quantity and the 
growth of various mutually supporting industries occurs, the businessman 
can then increasingly anticipate a steady and high level of profitability. 
Once these expectations are aroused, industrial investment becomes long- 
term in nature, and not merely a speculative flyer to supplement other 
investments. 


As native industrial traders and industrialists arise the relationship 
between the native sector and the foreign sector inevitably becomes closer 
The foreign firms will utilize the services and products of indigenous 
businessmen where these are competitive with foreign supplies of each. 
The foreign owned financial institutions will supply funds to indigenous 
businessmen as well as foreign, where these can meet the criteria for 
such supply. At the same time indigenous businessmen either set up 
their own financial institutions to meet their needs for industrial financ- 
ing, or gain control of exiting formerly foreign owned institutions. These 
supply a large part of their capital requirements, without threat of stop 
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page or competition. Thus gradually a network of financial institutions 
arises to meet the credit needs of an indstrializing society—both the short- 
term working capital need related to the supply of materials and sale of 
products and the longer-term needs related to plant expansion, This 
network overrides the distinction between the foreign owned and in- 
digeously owned sectors of industry, but it is also at this early stage an 
essentially urban network. 


The growth of this industrial sector has other major effects. With 
it inevitably develops an urban society of workers in the factories, clerks 
and middle class in trade and professions. This urban population has 
two characteristics which are relevant to our discussion—it accumulates 
savings for which it seeks investment outlets, and it is largely dependent 
upon its own resources for its long-range security. The separation of the 
urban population from the village and the joint-family has as a con- 
sequence that this urban group must increasingly protect itself against 
unemployment, old age, or death. In consequence this sector of the 
population seeks safe investment outlets for its small savings; and 
various institutions of an intermediary character arise which pool these 
small savings, provide a reasonably safe investment outlet, and which 
make their profits by the difference between their earnings on investment 
and the long-run returns which they promise to their customers. The 
obvious example of such institutions are insurance companies. 


Initially indigenous industrial investment will not satisfy this 
demand for safety. Within an underdeveloped economy investments 
in indigenous industry are of a high risk (unless they are guaranteed 
by government) for the economic reasons pointed out in the Baran 
article previously noted ; and for the social reasons felt by potential 
investors and associated with the lack of knowledge and experience of 
industrial investments, especially if owned by strangers. The fact that 
these industrial investments are of high risk character would make it 
difficult for the firm to offer safety in an investment with a fixed return, 
since failure to pay the legally obligated return would mean bankruptcy. 
The owners would not wish to burden their originally risky enterprise 
with long-term fixed debt. The security holders would also get small 
protection from their prior claim to the fixed assets of the enterprise 
in the event of bankruptcy since in an underdeveloped country there 
would be a small market for specialized industrial assets acquired in this 
fashion. Thus potential investors would prefer direct ownership which 
at least promises to give a high return for the risk taken; but the safety 
of such equity investments would normally be low at this early stage. 
(An uneasy compromise that has appeared in India is for the industrial 
firm to accept interest bearing demand deposits. This gives individual 
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investors short-term safety and liquidity as well as a high yield; how- 
ever, it places the firm at an obvious disadvantage of facing a run on its 
liquid assets when it needs them most. The fact that firms must use 
such methods of raising capital indicates the high safety preference on 
investment that must be overcome). In the early stages of industrial 
development this urban middle class and its institutions would, for 
reasons of security which are its main reasons for saving, prefer to invest 
in foreign companies and only relatively few native owned companies. 
The foreign firms are usually parts of large international enterprises, 
with the protection “ of” this offers, as well as a reputation for experience 
and probity. They thus provide a safe investment, but at a rate of 
return below that which indigenous enterprises yield, since the latter 
must pay a high risk premium. 


To tap this source of capital successful indigenous industrial entre- 
preneurs, who have a reputation for success and who have the resources 
to do so from both their rural and urban investments, may start their 
own intermediary institutions or take over existing ones. These entre- 
preneurs would then use the resources of these intermediary institutions 
to support their industrial enterprises, with the risk this entails of loss. 
In such case there will obviously be a close connection between the 
saving institutions so controlled and the industrial enterprises. There 
are certain other obvious economic developments, related to finance 
arising from the urbanization of the society. The low-income popula- 
tion of this urban society, still having the consumption and “ contin- 
gency ” expenses which it had in rural areas, and with an income which 
is too low to permit savings, must resort to urban money-lenders. 
Furthermore small-scale businessmen arise out of this group to start 
their own small plants. Initially these must be self-financed in large 
part, and in many cases remain marginal. This group also must resort 
to urban money-lenders, who in many cases also perform trading func- 
tions for the small industrialist. These urban money-lenders are often 
connected to rural money-lenders, and may in fact accompany people 
from a village to the city. There may be a flow of funds from the rural 
to the urban sector (or the reverse) through this channel when the 
comparative rates of return in the two sectors warrant this flow. (Ina 
period of crop shortage one would anticipate high returns from crop 
storage and a flow of funds to rural areas for this purpose). This urban 
money lending group is also often connected, though tenuously, to the - 
organized financial sector, and by this connection has access to the 
resources of that sector. Thus it provides a link between the urban, 
modern sector of finance and industry, and the rural or small-scale 
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sector of society.!® But with the high risks of urban lending and the 
relatively safe, and still high returns from alternative agricultural 
lending, the rates of iterest or such urban lending are high.*® 


Thus with industrialization there would gradually arise a set of 
financial institutions to meet the needs for industrial and urban capital— 
both the ordinary working capital requirements and to some degree the 
longer term needs of expanding large-scale industry ; to meet the needs 
for a saving outlet on the part of the urban middle class which is separated 
from agriculture and its protection; and to a certain degree to meet the 
subsistence and working capital needs of the urban working and lower- 
middle class population (whose contingency needs are similar to those 
of the farmer), as well as the small-scale bussinessman. 


But the relationships between the organized industrial sector with 
its intermédiaries and the small-scale industry and rural sector would be 
tenuous, and the degree to which the various needs are fulfilled would 
vary. It is probable that the working capital needs of organized in- 
dustry would be best fulfilled, in part because these depend on the turn- 
over of capital and in part because the experience of the lending institu- 
tions will be longest and closest with this sector. One may assume 
that there is a relatively constant relationship between the working 
capital needs of industry or trade, and the output or gross turnover of 
these sectors. While the need for working capital and finance would 
rise with greater output the rise would neither be abrupt nor would it be 
inconsistent with the past experience of the lending institutions. 


However, a rapid expansion of fixed equipment with industrializa- 
tion calls for additional financial resources which are tied up for a rela- 
tively long period, and which depend for their repayment on the long- 
term success of the industrial enterprise. This both requires long-term 
sources of finance and savings (whether voluntary or forced is not rele- 
vant in this analysis), and also involves a greater risk on the part of the 
lending institution. In fact, at this stage, it would be difficult to predict 
the success of any one firm (all other variables equal) without predicting 
the success of the entire economic effort. Under these circumstances 
the supply of finance will call for criteria different from those involved 
in supplying working capital on the part of existing institutions ; or it 


19 There is no attempt to discuss the effectiveness of this link ; rather this is 
only to point out that it exists, and that there is some indirect connection between 
these two sectors. 


20 Urban real estate would become with urbanization and growing population 
both a relatively safe and high-yielding investment. Furthermore, it would attract 
rural capital because of its land basis. 
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may call for the creation of special financial institutions, or some 
combination of the two. 


The finance of small-industry is in practice closely related to the 
traditional rural sector and its institutions. This in effect means a high 
cost of capital for these firms—both because of the relatively high rate 
of return to be anticipated in agriculture which is competitive as far as 
urban money-lenders are concerned, and because of the relatively 
high risk. At the same time once these small firms reach a certain size 
the barriers to their access to the organized banking system diminishes ; 
but unless the capital can be accumulated to reach this size which per- 
mits this access there is no freedom from the disadvantages mentioned, 
This too depends in large part on the overall achievement of successful 
economic development, as well as the character of the firm itself. To 
provide finance which permits the growth of small firms to the level at 
which they pass this credit barrier it may also prove necessary to take 
special measures, either by existing intitutions relaxing normal criteria 
or by creating other institutions. 


D. or Securtry MARKETS 


As industrial development proceeds and a class and institutions 
interested in security purchases is created, markets to meet this demand 
would also arise. This would occur successfully when (a) the total of 
indigenous supply of capital to industry from both the rural sector and 
urban sector is large in terms of both number of potential investors and 
quantity of funds available for investment ; and (b) when there is a 
sufficiently large demand for external funds from firms to warrant the 
public sale and exchange of securities. 


As pointed out earlier, the two major groups demanding securities 
are the landowning, trading and money-lending group in the rural 
sector ; and the more recently developed urban middle class, and urban 
trading groups. If our previous analysis is correct the major interests 
of the trading, money-lending groups (whether rural or urban) would be 
speculative at the start, and largely directed toward the capital gains to 
be made from security trading and company ownership. Only a relative- 
ly high rate of return, derived from speculative and capital gains on the 
investment would compare with the high rates of return this group could . 
make in alterntiave rural investments. (The returns to be expected 
from the direct output of industries would be low at this early stage of 
growth). The interests of the second group may overlap with those of 
the first one to a limited extent ; but the major interest of the second 
group would lie in potential income both now, and even more important, 
in the future. 
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In the early period of industrialization any security market for 
industrial securities would be a thin and narrow one, with relatively few 
securities traded and with relatively few traders. The largest propor- 
tion of the securities traded would be equities.24 One consequence of 
this would be rapid and large movements in security prices with rela- 
tively small changes on the demand or supply sides, so that the opportun- 
ities for speculative gains would be great. For this reason, and because 
the rural trading group would initially outweigh the urban group in 
supply of funds to invest, the greatest proportion of the trading in 
securities would be for a capital gains and speculative purposes. A 
large part of the return on investment for this group in the industrial 
sector would arise from such speculative gains on securities. One can 
postulate with respect to the asset holdings of this group in the indus- 
trial sector, that its total investment would be divided among three 
types: direct profit-yielding long-term investment in industry, 
industrial commodities for trading purposes, and speculative holdings 
of securities. Investment in each type would be carried to the 
point where the anticipated return on the margin in each type 
was equal with due regard for safety and liquidity; *2 these returns 
on the margin would be equal to those in agriculture (and there would 
probably be some investment in precious metals for maximum safety and 
liquidity). However, the security market would provide a high degree 
of liquidity, and the incentive to hold non-yielding precious metals 
for this purpose would be much less than in the rural sector. 


The interests of the small-saving urban middle class would be 
of an entirely different character, since this group’s major desire would 
be for safety and a long-range income, with capital gains secondary. 
Consequently, members of this class as potential investors would be 
interested in those securities which yield a high degree of safety. These 
securities would, in the earlier stages of industrialization, be largely those 
of foreign-owned companies, a few “safe” indigenous ones,?* and 
“‘ governments ’’—all of which offer a relatively constant rate of 
return over time and a promise of long-range safety. The concentra- 
tion of the safety-minded investment in these securities would have 
the effect of raising their prices relative to the riskier securities ; 
while the market for the latter would be very thin and subject to 
wide price fluctuations as speculative elements bought or sold them. 


31 See pp. 16-17. 
ety rey too, that there would be a desire to accept a lower return in 


, because of the potentialities of early entry ; compensa‘ gains 
would be cought in the security markets. ine 


%3 For reasons of patriotism there might be some rural risk investment in 
indigenous industry, as in Tatas in 1905 in India. 
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The role of the intermediary institutions in such a security market 
would be somewhat mixed. First, one would anticipate legal restric- 
tions on their purchase of securities to prevent speculation on their part. 
This would limit their role in the market drastically. However, we 
have postulated that over time some of these institutions might be owned 
by entrepreneurs. One would expect that in such circumstances they 
would buy the securities of the industrial firms of these entrepreneurs. 
One would also anticipate that all the intermediary institutions would, 
to a greater or lesser degree—at the least to keep within the law— 
purchase blocks of “safe” securities. However, the major purchases 
of the intermediary institutions would most probably be made directly 
from the companies—or from the governments—on an “ over-the- 
counter” basis. The effect of such large “‘ over-the-counter” purchases 
of safe securities by the intermediaries would be to further narrow the 
open market for safe securities, and increase the speculative, capital- 
gains element in the security markets. 


E. Tue ROLE OF THE GOVERNMENT IN THE CAPITAL MARKET 


If we assume at minimum a laissez-faire government policy, the 
role of the government would be marginal. However, even with such 
a government policy, the government would be forced to raise funds. 
These funds would be raised by taxation and by borrowing—the taxes 
laid and securities issued would influence the type of investment under- 
taken by businesses. An obvious example of the influence of taxation 
would be the levying of taxes on income, but not on capital gains. In 
such circumstances there would be some advantage for potential in- 
vestors to engage in activities that would maximize capital gains, rather 
than a steady income flow. Other examples of the influence of taxation, 
if we drop the laissez-faire assumption temporarily, are discriminatory 
taxes on income from one type of investment as opposed to another. 
_ (for example not taxing housing investments would encourage a flow of 
funds to real estate, etc.). 


Second, the government, to finance activities which cannot be 
financed out of taxes, would be forced to issue securities. The type of 
securities issued would vary with respect to duration and with respect 
toreturn. The short-term loans would appeal to institutions (largely)— 
intermediary or non financial—which have temporarily idle funds. The 
ability to exchange longer range for shorter range securities would also 
provide a high degree of liquidity and flexibility in the capital market. 
These shorter range securities will not be treated further in this analysis. 
The remainder of the discussion will be devoted to long-term govern- 
ment securities. 
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Such long-term securities have the great advantage of 
both safety with respect to repayment and an assured money income. 
However, if the anticipated rate of price increase in the economy is 
equal to or greater than the rate of interest, the real rate of return would. 
be zero or even negative ; consequently, investment in these securities 
will be discouraged. Ifwe assume stable prices, these government bonds 
with a moderate return would meet the demand for a safe security on 
the part of the urban middle class and the financial intermediaries. 
However, it is doubtful that even such securities would be successful in 
the rural sector, since the rate of return would normally be far higher on 
even small investments in other directions.24 (Although if the govern- 
ment bonds had the prestige and security of jewelry, it is possible that 
rural savers would prefer a low yield on bonds to no-yield on jewelry.) 
The government, even under laissez-faire circumstances, would also 
have a protective role, and legislation to prevent flagrant violations of 
rights of security holders either within a firm or by market practices, to 
prevent misuse of intermediary funds held on a fiduciary basis, etc. 
would be anticipated. The effect of these would on the one hand, limit 
the potential rates of return to entrepreneurs ; and on the other hand 
restrict the types of investments intermediary institutions could make. 
Similarly government legislation to protect bank depositors, in terms of 
types of loans that can be made and the relationships between lender 
and borrower would set bounds to the credit criteria used by banks. 
These legislative bounds might also be reinforced by traditional or 
imported banking practics. (For example, British traditions of 
‘* proper banking ”’ unquestionably influence the loan policies of Indian 
banks). 


Today a central bank is a normal government institution, which by 
various policies seeks to influence the volume of credit and rates of 
interest. In an underdeveloped economy the influence of a central 
bank exercised through orthodox tools would probably be varied—very 
direct on the foreign trade sector, through its control of foreign exchange; 
somewhat less direct but still extremely influential on the westernized 
sector, whether’ foreign or indigenous owned; but the effects of its 
policies on that portion of the urban sector financed by money-lenders, 
and upon the rural sector, would be peripheral at most, since both 
these sectors are largely self-financed. 


As economic development proceeds the government may set up 
various direct financing organzations ; or set up either government- 
controlled or guaranteed intermediary institutions. These may, of 


** See quotation from Bailey, F. G. above. p. 9. 
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course, be extremely significant in financing economic development, 
but their success in making possible real capital growth as distinct from 
purely financial increases** depends upon their ability to influence and 
attract savings from the rural and growing urban sectors, and to allo- 
cate these to “ growth” sectors in industry. This will depend upon 
the rates of return offered, and the network of constraints—legal, social, 
and traditional—within which these organizations operate. 


The government may also introduce direct controls upon invest- 
ment, access to capital markets, allowed rates of return, use of profits, 
etc. as part of its development program. It may also restrict certain 
areas for its own investment—these may be of varying anticipated profit- 
ability—and the degree to which these restrictions exclude or allow 
private investment will obviously influence the amount and direction 
of the latter. 


Finally, the government may influence the rates of return in agri- 
cultural both on the land and in the commodity holdings area by steps 
to raise land productivity, to reduce the fluctuations in crop output over 
time and in space, and possibly to make credit available to farmers 
(rather than financiers) for theirpurposes, and by social legislation to 
separate land ownership and financing. The effects of these steps would 
be to change the existing relationship of marginal rates of return in 
agriculture relative to those in industry in underdeveloped countries. 


E. SumMMary 


1. Our basic assumption is that the flow of capital between sectors 
may be explained by alternative rates of return on various investment 
opportunities at the margin in either the agricultural or industrial sector. 
An equilibrium is achieved for the individual and the society when the 
demand for various assets equals their supply; and the marginal product- 
ivity of capital (rates of return) of various assets on the margin is equal, 
after allowance for safety and liquidity preferences. This implies first, 
that there is a group within the economy capable of making such judg- 
ments and taking advantage of them ; and second that where there has 


#5 Until now we have avoided the theoretical difference between capital and 
finance. For our purpose it is unnecessary to enter this discussion, except to accept 
Schumpeter’s view that finance makes it possible for the entrepreneur to stake claims 
to the real capital resorces necessary for expansion. However, the capital formation 
may not take place. For example, to the degree that inflation wipes out this finance 
it obviously prevents an equivalent increase in capital resources. 

% It is obvious that many other facets of government policies influence invest- 
ment—the creation of a market by its own investment or purchases as in a waror 8 
development program ; the supply of social overhead, etc. These will not beentered 
into in this paper. 
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not been industrial growth, a reason for this “‘ underdevelopment ” is 
that the returns in investments other than industry have been higher 
than investment in industry on the respective margins of each sector. 


2. While the major interest of this paper is in industrial investment, 
it was necessary to briefly analyse rural investment. In this rural 
sector it is assumed that there is a money-lending, trading and land- 
holding community which does act on economic motives. If we assume 
a Ricardian-Malthustian situation with constant land-supply and fixed 
techniques, the growth of populaion will continually increase the return to 
land and especially to the owners of land (if these returns are capitalized 
in the value of land, the stress “trates” of return would not change signif- 
icantly) ; at the same time the eventual subsistence situation of the 
population will lead to a constant recourse to lenders for “‘ contingency ”’ 
requirements to meet both subsistence and working capital needs, 
The rate of return on such loans will be high. Thus the total yield 
potential of investment in land and commodity stocks is high as is 
shown by the high interest rate in the rural sector. These investments 
also are favoured by prestige, social considerations and past experience ; 
while for liquidity and safety reasons it is probable that some invest- 
ment would be in precious metals and jewelry. 


8. Initially the rates of return in industry would be low because 
of the absence of external economies, and indigenous investors would 
not be attracted from agriculture. Over time, however, with the plow- 
back of capital into land and stocks, the rate of return oninvestment in 
these assets would diminish. Meanwhile, with foreign owned industry 
in the country, some of the rural trading elements, would find it profit- 
able to move into industrial trade and production along lines of maximum 
profit, and consistent with their experience. Initially this would prob- 
ably be in trade-financing the supply of the raw materials required by 
industry, and the sale of finished subsistence consumer goods produced 
by industry. From this, there would be a gradual movement back into 
productive industry, as these rural trading elements find themselves 
supplying working capital for raw material purchase, and for the sale of 
products, to these industrialists. However, the major interest of the 
lenders would be speculative, and directed at capital gains. This would 
be both consistent with their rural experience, and also with their 
interest in profits, since consistently high profits as a regular income 
from industry are contingent upon a successful long-range development. 
In this early period the indigenous indusrtrial sector would be largely self- 
financed ; the investment would be very risky ; and the appeal of this 
type of investment to most investors would be slight. Apart from this 
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area of industry and trade, investment in urban real estate, with a rapidly 
growing urban population, would yield both high returns and possibly 
high capital gains. 


The effect of growing industry would also be to create an urban sav- 
ing community, which looks increasingly to its own resources for longer 
range security. There would also gradually arise an urban money- 
lending and trading group, probably related to rural groups, to meet 
subsistence and working capital requirements of the industrial popula- 
tion. These would be two new sources of industrial capital—the first 
interested in safety, and the second, like its rural counterpart, in large 
profits and speculative gains. To meet the demands of the former 
group, intermediary institutions would arise to provide long-range 
security ; it is possible some of these might be taken over by the trading 
community and used to strengthen its financial position. 


4. We also introduced a foreign-owned industrial, trade and 
commerce complex. This foreign investment would be attracted 
by the comparison of anticipated profits in the underdeveloped country 
and the home country. Initially there would be little connection bet- 
ween this foreign sector and the indigenous sectors, whether rural or 
industrial. Over time, however, there would be an interrelationship : 
by need of the foreign sector to finance raw material supplies, and possib- 
ly purchases of those parts of industrial machinery and services supplied 
by the indigenous sector; by “ succesful ’’ indigenous industries being 
financed directly by foreign firms and banks ; by foreign intermediary 
institutions and manufacturing firms supplying “safe” investment 
outlets for the urban middle class ; by indigenous businessmen taking 
over foreign-owned firms and commercial enterprises. 


5. The relationship between this urban sector, however owned, and 
the small-scale urban and rural sectors will, however, remain tenuous. 
The connections will be through the entrance of rural money-lenders 
and traders into industry ;. through the family and community relation- 
ships among these rural elements and their connections with urban 
traders. These latter may in turn be able to get some financing from 
organized banks and intermediaries, and would use this to help finance 
the rural money-lending and trading community. 


6. The banking and intermediary system so evolved would prob- 
ably be successful in meeting the normal working-capital needs of large- 
scale industry as well as the financial needs—both short and long-term— 
for the slow rate of expansion that characterizes the pre-takeoff stage. 
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However, for the rapid economic development that characterizes a take- 
off period the existing institutions and criteria for financing may be in- 
adequate, and may have to be modified. Furthermore, the financing 
of small-scale urban industry is likely to be inadequate for growth to 
the stage where it can call on normal industrial financial channels. 
At this stage small-scale finance is still primarily a function of money- 
lenders and rural-oriented capital and techniques of finance. 


7. We then introduced “ security” markets into this economy. 
Initially this would be’a narrow, thin market, with trading largely 
speculative. The larger capital holders from the money-lending and 
trading groups would be interested in high gains, and since the rates of 
return on industry directly would be relatively low, the high gains would 
be made by security speculation for capital gains. 


The small-saving urban middle class group would be primarily 
interested in safety. Since only few securities would be safe, and these 
would often be foreign-owned, the prices of these would be bid up, and the 
rates of return would be low. The remainder of the market would be 
speculative with great fluctuations in prices of securities. 


Intermediary institutions would influence the market peripherically. 
Their main role would be as major purchasers of “ over-the 
counter ”’ issues—such issues would either be large blocks of “ safe ” 
securities ; or securities of firms controlled by the same entrepreneurs 
who control the intermediaries. 


8. The role of the government would be multi-faceted. On the 
one hand it is an issuer of safe and liquid long-term securities, which 
would appeal to the urban middle class and intermediary institutions ; 
but would probably not have a large appeal to money-lenders, traders, 
and rural small-savers. On the other hand it is a taxer, and as such, 
by its taxation policy will influence the rates of return from various 
investments. 


The government also sets bounds with respect to practices that 
may be carried on by businessmen, and also seeks to protect the investor 
against unsafe use of his funds by intermediary institutions ; as well as 
against undesirable practices on the security exchanges. 


Thus the net effect of the government's protective activities under 
even a laissez-faire philosophy is to increase the safety, and reduce the 
anticipated speculative gains from investment. In a development 
period the government, by its expenditures and by its supply of social 
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overhead, makes industrial investment more profitable, and thus com- 
petitive with agriculture ; by helping to increase agricultural output, to 
reduce the fluctuations of output both in time and space, and to reduce 
monopolistic elements in agriculture, it can decrease the speculative por- 
tion of the rate of return in agriculture and thus divert investment to 
industry ; and finally by its own investment in industries, by setting up 
industrial financial institutions, and by direct and indirect controls over 
access to the capital markets and over investment outlets, it can ob- 
viously directly channel private investment. 


Bombay GrorGE RosEN 


THE SOCIAL SURVEY—ITS ROLE AND DEVELOPMENT 
WITH SPECIAL REFERENCE TO INDIA! 


Durine recent years, particularly since the operation of the Five 
Year Plans, socio-economic surveys of different types have become, in 
India, a regular and common feature. The urban surveys, e.g., in 
Madras, Bombay and Delhi, the numerous unemployment investigations, 
and the Rural Credit Survey of the Reserve Bank of India are instances 
in point. 


In the course of such enquiries, some peculiar features of under- 
developed countries, like India, should be borne in mind. To start 
with, really very little is known about the socio-economic conditions 
even to guide initially ; and the little available knowledge, specially of 
the quantitative type, has been built more on surmises, general observa- 
tions and limited enquiries. This is partly due to the very late interest 
taken in socio-economic enquiries, partly to the multitude of problems, 
but mainly to the tradition of broad generalisations largely founded on 
surface observations. 


A second feature is the existence of innumerable social institutions. 
All societies, no doubt, have such institutions, but the trend in developed 
countries, e.g., the U.S.A. is towards reduction in their number, clarifica- 
tion of their interrelationships and simplification of their structure. 
In an underdeveloped country, where age-long tradition has built up 
institutions, which, at present, are at all levels of change, the socio- 
economic matrix is complicated. Compare, for instance, the American 
family with the Hindu joint family. The origin, growth, and reper- 
cussions as well as the scope for reform in the latter are difficult to 
understand, as the family is a product of economic, sociological, legal, 
psychological, religious and customary influences. A proper assess- 
ment of even one of the aspects would generally require the study of 
some of the others. Similarly, any study of agricultural wages, family 
planning or even rural c edit would have to be multi-faced. 


The difficulties of such enquiries into a complex pattern increase 
because of the ignorance and conservatism of the people. Some of the 
available techniques, for example, mailed questionnaires, direct and 
participant observation become almost inapplicable, and even the 


1. This paper is only an over all review of the survey movement. A critical 
analysis of the and techniques in some of the outstanding surveys in 
India will be taken ron a subsequent paper. 
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interview technique, as suggested elsewhere? would have to be re- 
oriented to these conditions. 


This would suggest that in an “ underdeveloped” setting the 
application of purely statistical tools would be of lesser value and the 
case study method or the ‘ regional ’ survey more useful. This is partly 
because the developmental side of these institutions is of greater signi- 
ficance than in advanced countries, but largely because a complicated 
and age-old social pattern demands a very patient, detailed and close 
study, if the influences have to be unravelled. In other words, an 
apparently narrow and simple problem such as unemployment, beggary 
or mobility of labour—surveyed recently in India—demands an all- 
sided approach. Otherwise, the experience of the Second Indian Plan 
starting with the statistical estimate of 11 million jobs and perhaps 
ending with less than 5 millions—a wide gulf between reality and 
statistical estimate may be repeated. 


What is a Social Survey ? 


A Social Survey has been defined* as “ a fact finding study, dealing 
chiefly with working class poverty and with the nature and problems of 
the community.” It is not, however, necessary that the survey should 
deal chiefly or even partially with the working class or with poverty, 
although a number of surveys such as the famous one by Charles Booth 
and the Resurvey by the London School, of the socio-economic condi- 
tions in London, and the York and Merseyside enquiries had largely 
poverty and the working classes in view. The primary aim of a social 
survey is, in fact, to make an accurate and impartial collection and 
presentation of facts, the results of careful observation and not of 
hearsay. It is perhaps better to regard it as “a study of social institu- 
tions and activities of a group of persons living in a particular locality.” 


The discovery of facts is the first essential feature of a survey, 
whether such facts relate to poverty, debt, housing, unemployment or 
something else. It is not a theoretical dissertation in the air. Charles 
Booth, for instance, launched his classic enquiry‘ ‘“‘ determined to be 
satisfied with no superficial results but to probe deeply into problems of 
London poverty and well-being with no other motive than to discover 


* M. H. Gopal: ‘* The Interview as a research tool and the need for systematic 
training in its use.’”’ (Indian Economic Review, 1958). 


3 A. F. Wells : The Local Survey in Great Britain. P.18 (1935 Allen & Unwin, 
London). 

* Charles Booth : Life and Labour of the People of London. (17 vols. Macmillan’ 
London, 1892-97). 
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truth! Often, this fact-finding has a definite purpose in view, although, 
it is doubtful if the purpose should always be there. In recording the 
facts and also in interpreting them, there is often a social and not merely 
an intellectual objective. ‘‘ A scientific study of its (a community’s) 
conditions and needs,” observes Pualine Young,® “‘ for the purpose of 
presenting a constructive programme of social advance ” characterises 
a social survey. It may be regarded as a method of social inspection, 
checked by statistical measurements and by the comparative standards 
of social experts. 


Often, a survey is concerned with the condition of a class, as, other- 
wise, a blanket enquiry may be pointless and imprecise. A survey, 
further, has certain definite geographical limits, and social implications. 
Thus, it may be restricted to a city or a district, as in the case of the 
London and York surveys. It may geographically be extended but 
restricted in the problem enquired into, as in the case of Reserve Bank 
of India Rural Credit Survey or Prof. Myrdal’s The American Dilemma— 
the Negro Problem. Whether the limitation relates to area or problem, 
it is always desirable, and often practised, that these findings are 
measured and compared with the model, i.e., the definition of the survey 
in terms of the normal, would make it more valuable. Although the 
main interest is focussed on the problem, it is always desirable to 
describe in detail the whole structure of the community selected, partly 
to posit the problem and partly to assess the varied influences on the 
issues at hand. 


A survey, generally, involes enquiry by a number of persons and 
the first essential requisite, therefore, is an agreement before hand, 
as to the interpretation of each question and fact. This would mean that 
the more precise and clear the initial stage of the enquiry, for example, 
in the construction of the schedule, clarifictaion of concepts and so on, 
the greater is the possibility of avoiding unnecessary errors. As Cardog 
Jones puts it, the essence of good surveying consists in sparing no pains 
to make the first stage of the enquiry as perfect as possible. It is also 
equally necessary to start with a pilot survey. This would help to 
build up a good schedule, to know the problems to be enquired into, to 
equally necessary to start with a pilot survey. This would help to 
build up a good schedule, to know the problems to be enquired into, to 
appreciate the difficulties that may be encountered,to choose the area 
and sample to be investigted and more than all to anticipate the financial, 
administrative and personnel burden that the survey would impose. 


i a Young: Scientific Social Surveys and Research, p. 20 (1942, Prentice- 
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It may also be necessary to study the people and the environment as 
closely as possible, which might necessitate participant observation and 
case study as has been done in the London, York, Pittsburg and other 
classic enquiries. The extent to which the enquiry should be broad- 
based depends upon the time and finance factors. It is not every 
institution that could wait for a decade or two, as Charles Booth did, 
to complete the survey. Often as in the case of the Indian Rural Credit 
Survey, the investigation has to be completed within a prescribed time’ 
limit ; and when there is such a limitation, all the necessary facts 
bearing directly or indirectly on the problem on hand may not be collected 
and even where collected may not be interpreted. The latter observa- 
tion is fully borne out by the third volume of the Rural Credit Survey, 
which has collected statistics offering unlimited scope for interpretation. 


A social survey has very close affinity with social work, which offers 
opportunities for the practical application of the principles and techni- 
ques of scientific research. In a way, social work is both the cause 
and effect of a social survey. It is often the non-technical enthusiast 
for social reform who raises the problem before the community ; for 
example, that housing conditions are unbearable or that juvenile delin- 
quency is on the increase, and that these should be remedied by the 
community. A problem like this would, in the initial stages, lead to an 
unsystematic, over-enthusiastic attempt at a solution that would sooner 
or later induce the government or a similar organisation to assess and 
understand the nature and depth of the problem, so as to enable planned 
public action to be taken. The results of the survey would indicate to 
the social worker what really the problem areas are, and how he could 
tackle them effectively. If the survey findings are to be dependable, 
social research techniques and methods must be employed. Thus, 
social work, social survey, and social research are inter-related aspects of 
the social problem. 


The Social Survey in India 


Although a few socio-economic surveys can be traced back to the 
end of the eighteenth century as, for instance, the Baramahal Records*® 
under the East India Company, modern surveys are hardly four decades 
old. This period falls into two parts: 1916 to 1936, the period of 
pioneering by individuals or institutions ; and 1951 onwards, mostly 
under the auspices of the Planning Commission or the Government, the 
years 1937 to 1950 being of practically no significance in the develop- 
ment of the survey movement. Though comparatively late in origin, 


* The Baramahal Records. (21 sections, Government Press, Madras, 1928 etc.) 
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local social surveys in India have had a wide range of subject matter, 
but there has been a marked leaning towards economic problems. 


In 1918, Sir Theodore Morison, the author of the famous book 
Economic Transition in India,’ suggested a sociological and statistical 
survey of some Madras villages, while in his book, Rural Economy in the 
Bombay Deccan (1912)8, published a year earlier, G. Keatinge, Director 
of Agriculture, Bombay, hoped that his work would serve as a fresh 
starting point for further investigations for better local enquiry, since 
he raised a number of questions requiring carefully collected data for 
their solution. 


These suggestions initiated socio-economic surveys in Madras and 
Bombay Presidencies by Dr. Gilbert Slater and Dr. H. H. Mann respec- 
tively. In 1916-17 Dr. Slater,who was Pofessor at the Madras Univer- 
sity, surveyed about a dozen Madras villages: (Some South Indian 
Villages, 1918).° This was one of the earliest objective first hand studies 
of socio-economic conditions in rural India. From a strictly statistical 
angle, the study was faulty. For, the villages were not representative 
of any type nor were they chosen on any statistical sampling basis. 
Accessibility was the main reason for their choice. The schedule and 
interview techniques were used, while the former was not as detailed 
as the one used by Dr. Mann in Bombay. Dr. Slater’s approach was 
wider, demanding an extensive and intensive knowledge of the village. 


About the same time (1918) Dr. Mann surveyed Pimpla Soudgar 
(Life and Labour in a Deccan Village),!° (and later Roth Kurd)", a village 
near Poona. This was a socio-economic inquiry into a single village 
viewing the numerous economic and agricultural problems in their 
interrelatedness. Specialists in geology, public health, soils, irrigation 
and agriculture cooperated in the investigation. While Slater’s ap- 
proach was of a number of villages, each being surveyed in all its aspects 
by one investigator, Mann focussed on one village a number of investi- 
gators of different technical qualifications. Thelatter inquiry was more 
agro-economic than socio-economic in its objective, although data were 


- .. Theodore Morison : Economic Transition in India. (John Murray, London, 
16 


Londow}. Keatinge : Rural Economy in the Bombay Deccan. (1912, Longmans, 
on 
_ * Gilbert Slater : Some South Indian Villages. (1918 Oxford University Press). 


10 Harold Mann: Land and Labour in a Deccan Village. (1917, Bombay 
Varsity Studies, Oxford University Press). 


11 Harold Mann and N. V. Kanitkar, 
(1921, Bombay Varsity Studies, Oxford University Press). 
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gathered and presented on the physical and economic characteristics of 
the village and also of the ‘ people ’—their character, material eondi- 
tion, manner of life etc. 


While these efforts were sporadic and pioneering in character, syste- 
matic and detailed investigations were initiated in the Punjab by the 
Board of Economic Enquiry. Beginning with a survey of milk supply 
in Lahore in 1921, the Board carried out a thorough enquiry into 29 
villages, one in each district of the Punjab. No village was selected as 
being typical of the district. “It would be a mistake to claim” warns one 
of the survey reports, “‘ that Tehong is typical of a Jullunder Village.” 
(Survey No. 3, p. ii). A standardized detailed questionnaire running 
into 20 closely printed pages was used and it touched upon such topics 
as cultivation, holdings, tenancy, indebtedness and marketing. There 
was practically little about the non-economic aspects of rural life. Nor 
did the Board attempt to consolidate the findings of the various surveys. 
It believed that the chief value of asurvey consisted in the investigation 
of facts, and “‘ no attempt has been made to adapt facts to theories” 
and “ nothing relevant has been withheld.” (Survey No. 3, preface.) 
“It is no part of the object of the Board of Economic Inquiry to draw 
deductions from the information collected ; it seeks to collect as accurate 


In 1928 the Royal Commission on Indian Agriculture stressed the 
desirability for socio-economic investigations and, wherever possible, 
for re-surveys to assess the nature and degree of economic changes. 
Efforts in both directions were made very soon after. In 1929-30, an 
economic survey was conducted onalarge scale in Hyderabad by Pro- 
fessor S. Keshava Iyengar. (Economic Investigation in Hyderabad 
State, 5, Vols. 1981).4* After an intensive ‘ pilot ’ survey in eight villa- 
ges, a comprehensives inquiry in four districts was taken up, with 12 
villages in each. The method of inquiry was personal contact with the 
heads of families and cross-verification of data from landlords, money- 
lenders, village officers and village records. Unlike in the Punjab, a 
detailed village report as well as an overall report of conditions has been 
presented. The investigation, however, was partial in that its main 
object was the extent and cause of dispossession of holdings and the 
ryots’ indebtedness. 


18 W. H. Myles & Others : Punjab Village Surveys. (1928, The Board of Econo- 
mic Enquiry, Punjab). 

ws. K Iyengar : Economic Investigation in Hyderabad State. 1929-30 
(5 vols. 1931, Govt. Hyderabad, Dn.). “ 


data as possible, and to present them in an orderly manner.” (Survey 
No. 3, pp. ii-iii). 
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The suggestion regarding resurvey was taken up at Madras by 
Prof. P. J. Thomas, who succeeded Dr. Slater. In 1986-37, about 20 
years after the original inquiry, eight villages were resurveyed. (Some 
South Indian Villages—a Resurvey 1942).14 Dr. Slater’s questionnaire 
was modified, a few questions on the sociological side and a few of the 
descriptive type being omitted ; more details were sought on economic 
aspects of village life, e.g., holdings, family, budgets, consumption, 
money-lending, wages, etc., and a census of production was attempted. 
Improved techniques of invsetigation, specially in the handling of 
statistical material, were utilised. After a detailed teport on each 
village, the data for the whole group were analysed and compared, 
with the earlier results. 


One of the noteworthy and thorough inquiries of the pre-war perjod 
was the urban survey of Poona, by Prof. D. R. Gadgil, (Director of the 
Gokhale Institute of Politics and Economics), in 1937-38 but published in 
1945 and 1952. This Institute, which has pioneered in real research, 
conducted a large number of invsetigations between 1932 and 1952, 
some purely economic (e.g., fruit marketing in Poona or bus transport 
in Bombay) and some socio-economic (Weaving communities in Shola- 
pur, or the Survey of Kolhapur City by Professor N. V. Sovani, 8 vols., 
1948-52)!5 ; case study inquiries also have been made as, for example, 
of village panchayats in Bombay and Madras State. 


But it is Prof. Gadgil’s Poona—a Socio-Economic Survey (1936-37)'* 
in two volumes that stands out. The Social Survey of Merseyside\? 
was taken as the model. In the first volume published in 1945, Prof. 
Gadgil deals with population, industries, trade, transport, occupations 
and family incomes, and in the second, (1952) with social aspects such as 
housing, community organisation and education. The household 
formed the basic unit surveyed, and one part of the inquiry was a direct 
investigation into economic activities carried on by various classes, while 
the other was into conditions of households on the lines of the Merseyside 
inquiry. It was census as well as a survey of families residing in a 
selected sample of homes. The Ward was adopted for selecting the 
sample, and the house, not the family, formed the basis of choice. As 
the School Attendance Officers utilised in the Merseyside Survey were 


14 Pp, J. Thomas and K. C. Ramakrishnan : Some South Indian Villages. Re 
Survey. (1940, Madras University). 
7 us — Institute of Politics and Economics Publications. (1948, 51, 52 etc. 
oona). 
1¢ D. R. Gadgil: Poona—A Socio-Economic Survey. (2 Parts 1945 and 1952 
Gokhale Institute, Poona). 


17D. Cardog Jones: The Social Survey of Merseyside. (8 vols. 1984, Hodder 
& Stroughton, London). 
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not available, primary school teachers were drafted for the work. The 
form used closely followed the Merseyside card. The terms in the 
inquiry were defined and the significance of the inquiry explained to each 
investigator. A check of a small proportion of the forms filled in was 
carried out. 


In gathering data about poverty, the Poona survey differed from its 
British counterpart in that data from not merely families below an 
income line but from all families in all the selected houses were gathered. 
Industrial establishments were surveyed but not on a very scientific 
basis, for, after a not-elaborate inquiry a few establishments were select- 
ed for detailed investigation. The selection of the sample was pur- 
posive rather than random, thus making it more acase study. No fixed 
percentage was adhered to in determining the sample, and to make the 
sample representative, units of each type and from each locality were 
incorporated. It was also not possible to cross-check information 
regarding establishments. 


The important features of this survey, however, are : following the 
modified model of an outstanding Western investigation: gathering 
detailed quantitative data ; awareness of the limitations of the techni- 
ques followed ; and taking a wide view of the data. It is perhaps the 
best urban survey of the pre-War period, and in terms of the resurvey 
made of Poona, Prof. Gadgil’s inquiry has acquired great significance. 


The second phase in the conduct of surveys in India began broadly 
speaking after 1950, although the link between the two phases was 
maintained by the Indian Statistical Institute, which has been both 
conducting inquiries and developing statistical techniques. Two of 
its early studies related to Consumer Preference in Calcutta (1985) and 
the Bengal handloom Survey (1937) and two of the post-War ones were 
the Surveys of Rural Indebtedness (1950) and of Agricultural Labour 
(1950). 


The Institute’s most noted contribution is the conduct of the Nation- 
al Sample Survey.1® This enquiry, startedd in 1950 and continuing 
even today, is perhaps the best known of the post-War investigations in 
India, and is perhaps the biggest and most comprehensive sampling 
enquiry undertaken in any country. Its objective is to gather reliable 
statistics relating to production, consumption and other aspects of 
economic and social life. Geographically, the Survey covers both urban 
and rural areas in the whole country. Equally wide and varied are the 


18 The National Sample Survey. (1952 etc. Ministry of Finance, New Delhi). 
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problems tackled—consumption and expenditure patterns, industrial 
establishments agricultural production, demographic questions like 
fertility, birth and deaths, livestock, transport and trade etc. come 
within its purview. New items and new areas are being taken up stage 
by stage. It is a continuous all-India enquiry conducted in successive 
rounds, year after year ; and by 1958, nine rounds had been completed 


The report on the first round (General Report No. 1 on the First 
Round October 1950—March 1951) presents the technique followed in the 
survey. In this round, 1189 sample villages were surveyed by the 
Indian Statistical Institute, and 644, by the Gokhale Institute of Poona, 
although the succeeding rounds have been taken up completely by the 
former. The Institute used four types of schedules—one for villages 
and three for households—for collecting all kinds of information and 
at different levels of detail. The interview technique was followed. 
The difficulties, such as of different languages and different weights and 
measures in the country, of clarifying unforeseen issues as they arose 
during the investigation, of preparing an efficient design for the survey 
of training investigators for the new kind of work and of definitions and 
concepts, were faced and solved as they arose. Machine tabulation of 
the latest type was adopted. 


Faced with the alternatives of the local survey approach and the 
all-India approach, the National Sample survey decided that, though 
technically the better way would be to follow the former, i.e., to start 
with small scale or local approaches before extending the enquiry to the 
whole country, in the context of the enquiry—as the physical charac- 
teristics, language and social and economic patterns of life differed in 
different parts of India—the local survey had its limitations, specially 
in view of the overriding consideration of time, i.e., the urgency of data 
for developmental planning. Therefore, the Institute took the bold 
step of establishing a general framework of the survey covering the 
whole country at the very beginning of the enquiry and then gradually 
improving the operational arrangements. Thus, at one stroke the 
sample survey was set up all over the country. 


Another important investigation of recent years is the All-India 
Agricultural Labour Enquiry, (10 volumes, 1954).1® This is one of the 
largest socio-economic enquiries of its kind conducted in the ECAFE 
region, along the lines laid down by international bodies like the I.L.O. 


19 (B. Ramamurthi): Report the icultural Labour Enquiry. (10 vols. 
Ministry of | New Delhi, 
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As the main handicap in improving agricultural labour conditions 
was the lack of reliable data on economic conditions of agricultural 
labour, the inquiry was instituted by the Union Ministry of Labour in 
1950-51. 


A pilot survey in 27 villages in 8 differet states showed the value 
of such preliminary studies. ‘‘ In the light of the experience of the pilot 
enquiry, the method of collection of data for the year as a whole as 
originally proposed was dropped and was replaced by collection of data 
month after month for all the 12 months of the year 1950-51, and the 
annual data were compiled therefrom.” 


The main investigation in 1950-51 was conducted in three stages 
through three different schedules—the General village, the General 
Family and the Intensive Family Schedules and covered a sample of 
about 800 villages selected on the basis of stratified random sampling. 
The First Stage collected broad data from village records, local en- 
quiries and village officers ; the second covered all the families numbering 
about 104,000) in the selected villages. Information collected related 
to size of family, occupational structure, holdings, housing etc. with a 
view to delimit agicultural families and finding a background for the 
third stage. 


The third and final stage, the most important one, was the Intensive 
Family Survey of agricultural labour families. About 11,000 families 
forming 50 per cent of the families in each of the sampled villages were 
surveyed for data about employment, wages, standard of living, in- 
debtedness and so on. Its findings were of material assistance in 
drawing up programmes for agricultural workers under the First Five 
Year Plan. 


One of the interesting features of this survey is that it has compared 
its findings of the level and content of living of agricultural labour fami- 
lies with those of the National Sample Survey for all rural families. 
The enquiry has also thrown light on the necessary weights for the 
compilation of agricultural labour cost of living index. 


The design of the survey, analysis and presentation of data followed 
the I.L.0. recommendations. The pilot enquiry was made for testing 
the suitability of the questionnaires, amplifying the instructions, and 
obtaining an idea of the time taken and the nature of the field organisa- 
tion required. The schedules were made final in the light of the exper- 
ience gained in the pilot survey. The stratification for sampling 
purposes was on broad agricultural and economic considerations and 
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on the basis of judgment of officers since the data collected related to a 
number of statistical variables on which little all-India data were avail- 
able. The villages were selected with equal probability and without 
replacement. The design for the third stage was a stratified two-staged 
sampling, the village being the primary stage and the agricultural labour 
family the ultimate one. 


A third outstanding enquiry of recent years is the Reserve Bank of 
India’s All-India Rural Credit Survey (3 Vols. 1956-57).2° Though a 
pure economic enquiry into the credit aspects of rural life,it stands out 
for its size and for the mass of data collected and presented in Volume 
III offering unlimited scope for further utilisation and interpretation. 


The main aim of the Survey was to reveal the broad patterns of 
agricultural credit in different regions. The enquiry conducted in 1951- 
52 covered all aspects of rural credit in 75 districts comprising 600 
villages and 130,000 families. The district was the unit of investigation 
and was selected on a random basis. The villages also were chosen on 
the random sampling basis but with probability of selection proportional 
to the population of the village. Various techniques—schedules, 
questionnaires, interviews, case studies, and records of various kinds— 
were utilised. For instance, in studying the demand aspect of credit, 
a sample of eight villages was selected in each district and within each 
village, all the families were investigated. A mailed questionnaire was 
used to study the financing of agriculture by commercial banks. For 
some purposes, e.g., to ascertain assets and farm business, a sample of 
15 cultivating families, in each village was taken up for detailed study. 
Case Studies were made of selected loans in selected agencies. In 
studying the “ supply ” aspect of credit, seven schedules and five ques- 
tionnaires in addition to a general questionnaire, were issued. A histori- 
cal review of the trend of indebteness on the basis of data in earlier 
enquiries, reports etc. was also made. The survey itself was conducted 
in two rounds between October 1951 and June 1952 adjusted to seasons 
and types of farm operaions. 


This well-organised and extensive enquiry realised the limitations 
too ; for example, the data were for villages selected in a particular man- 
ner; and “ there was an added restriction that half of the villages had 
to be those in which co-operative credit societies existed.”” The magni- 
tude of the survey is revealed by the extensive statistical data collected 
and by the very limited utilisation of the data in the Report proper. 


20 All-India Rural Credit Survey. (8 Vols. Reserve Bank of India, Bombay. 
956-57). 


206 THE INDIAN ECONOMIC JOURNAL 


Finally, there are the efforts of the Research Programmes Committee 
of the Planning Commission™ to encourage, integrate and finance surveys 
of various kinds. Nearly 75 research schemes all over the country had 
been approved upto the end of 1957. A variety of investigations have 
been initiated, e.g., socio-economic surveys of Poona, Hyderabad, Delhi, 
Madras and Bombay ; small scale industries in Moradabad, Salem and 
Sivakasi ; tenancy legislation and soon. Studies of the urban and rural 
structure of the economy, social dynamics,questions relating to labour 
management relations, and employment and land reforms are some of 
the problems the Research Programmes Committee is interested in its 
survey schemes. 


Social Surveys in Other Countries 


Although the survey movement is comparatively recent, its origin 
might be traced back centuries. One ofthe greatest surveys of olden 
times was the Doomsday Book in 11th Century England, which was a 
faithful record of the facts of the period and the only existing factual 
evidence of those conditions. It was a mechanical and non-analytical 
report meant to serve the limited purposes of the ruler. 


One of the early modern surveys was J. Howard’s enquiry into 
prisons (1775).22 It is an instance of a systematic, objective attempt 
using a variety of techniques to secure facts direct from prisons. John 
Howard stressed in this survey the need for exact, minute, and verifiable 
facts for social reform purposes as well as the role of field observation 
and detailed note taking and the study of comparable data. He also 
attempted to standardize data and use specific schedules. 


France 


In the first half of the 19th century Le Play made a concrete study 
of workers’families.2* Holding that the aim of social science was the 
study of contemporary society to discover conditions affecting social 
prosperity and stability, Le Play advocted social planning through 
social research. He considered the family as the microcosm of society as 
a whole and believed that the inensive and careful study of the family 
would light up the problems of society. He used a combination of social 
survey and social research methods and !argely utilised the technique of 


*1 Planning Commission. (Government of India, New Delhi). 
22 John Howard: The State of the Prisons in England and Wales. (1792, John 
Aikin, London). 


wen, Frederic le Play : Les Ouvriers Eropeans. (6 vols. !mperimeries Imperiales, 
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participant observation being continuously in contact with the selected 
units. He attempted to find a method of measuring quantitatively the 
diversified components of family life, an 1 to this end devised a detailed 
outline, to enable the uniform observation of family activities and sup- 
plemented these direct observations by personal interviews and a 
questionnaire. The survey took 20 years for completion, and was publi- 
shed about 1855. Naturally, it had its limitations. For example, it 
overlooked the findings of earlier workers, and, thus, did not benefit 
from their experience ; it also attempted to combine pactical aims 
with scientific research and, thus, was not fully successful in either 
direction. But, Le Play’s efforts stressed the significance of studying 
particular societies so as to analyse the special forms and interrelations 
of their institution. This led to two types of surveys—one concerned a 
particular facet or class only e.g., poverty or unemployment and the 
other, surveying society as a whole. 


U.K. 


Probably the most famous of British social surveys and perhaps in 
the world itself, is Charles Booth’s great pioneer enquiry into the Life 
and Labour of the People of London,** at the end of the 19th century. 
This was the first comprehensive study of modern community life, and 
has been characterised by the Resurvey of London as marking an epoch 
in the science and art of social investigation. It employed trained econo- 
mists and social workers, who visited individual houses and employed 
mainly the interview technique. This was supplemented “ by con- 
ferences, questionnaires, reports, observations, studies of and by trade 
unions, conversations with welfare officials, teachers, landlords, rent 
collectors ’”’ and so on.*5 It successfully combined the statistical and 
case methods of approach and adopted participant observation too, 
even Booth himself taking up quarters as a homeless stranger among the 
people he survyed. Booth started witha pilot survey and the astound- _ 
ing success of his monumental effort covering 17 volumes was largely 
traceable to his gifts of sympathy, leadership and scholarship. 


This London survey, considered** as “the greatest statistical 
enterprise ever attempted by a private person at his own expense ” is 
indeed, much more than an enquiry into the conditions of the working 
class. In the words of Sydney and Beatrice Webb,?’ “ Here the signi- 
ficant conception—one of very distinct originality—was not that of 
simple enumeration of every unit of a defined class, but the placing of the 


24 Op. cit. 

*8 Pauline Young : Op. cit., p. 12. 

26 Sydney and Beatrice Webb : Methods of Social Study p. 206 (Longmans,1932) 
27 Ibid. 
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results of elaborate personal observations of differing units within a com- 
prehensive statistical framework.” The Resurvey of London regards the 
most striking and original features of Booth’s survey as being the classi- 
fication of the London population intoan ascending series of social and 
economic grades, described by letters (from A to H), the estimated, 
enumerted of population belonging to each of these grades and the 
graphic representation of their distribution by streets by means of a set 
of coloured maps. Booth’s efforts are not only a permanent contribu- 
tion to our knowledge of human nature and of society but, as a socio- 
logical study, they have become a historic document by raising the 
survey to the status of a scientific enquiry both to throw up unknown 
facts of social life and to point out the direction of social reform and 
welfare. 


Booth’s investigation was, however, avowedly static and he himself 
was fully aware of it?*: “‘ My principal aim is still confined to the descrip- 
tion of things as they are. I have not undertaken to investigate how 
they came to be so, nor, except incidentally, to indicate whither they are 
tending, and only to alimited extent or very occasionally has any com- 
parison been made with the past.” This perhaps partially explains why 
at the end of his monumental effort, Booth is stated to have said that 
he had only learnt the trade by the time he finished his work.?® 


A. L. Bowley and A. R. Burnett-Hurst’s Livelihood and Poverty 
(1915)°° which is a study of five middle-sized industrial towns, applied 
for the first time random sampling and introduced the device of com- 
parable parallel investigations by re-study. Another famous British 
survey is Rowntree’s Poverty, a Study in Town Life (1901)** and 
the resurvey—Poverty and Progress—A Second Survey—tested the 
sampling method. The resurvey in 1936 used improved techniques 
of measuring objectively primary poverty and discarded a number of old 
methods employed in the earlier ones. The study of York which formed 
the subject of the survey compared conditions in a small town with those 
in a large metropolis. 


A famous enquiry of the Great Depression period was the Social 
Survey of Merseyside (1934, 3, Vols.)®*_ conducted by the University of 
Liverpool in 1929-32 in the urban area on either side of the River Mersey. 


28 Life and Labour, op. cit., vol. I—p. 5. 
29 Ibid., pp. 24-25. 


3° A. L. Bowley and A. R. Burnett—Hurst: Livelihood and Poverty. (Bell, 
London 1915) also its sequel: Has Poverty Diminished. (P.S,. King & Son, 1925). 


51 B.S. Rowntree : Poverty—A Study of Town Life. (1901, Macmillan, London) 
32 Cardog Jones, op. cit. 
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It is a comprehensive enquiry, whose first volume deals with demogra- 
phic, housing and income aspects, the secend with employment, and the 
third with public health, education, social services and defectives. Two 
investigations were made—one into househods, general and comprehen- 
sive, and the other, adetailed one, into large section of the population. 
Both were conducted onarandom sampling basis, the sampling 
ratio being 1 in 30. School attendance visitors were employed as investi- 
gators in their spare time, because their everyday life gave them excep- 
tional opportunities to know the people. Very careful preparations 
were made before hand to make the meaning of questions and terms 
perfectly clear to the investigators, because statistical results of value 
are sofrequently spoilt by lack of adequate care in definition and in plan- 
ning the collection of the raw material. The questions asked and the 
meanings attached to the principal terms were so framed as to yield 
comparable figures and the results were assessed by similar standards. 
Another‘notable feature of this Survey was the extensive treatment of 
the rlation between poverty, family compoition and overcrowding. 


Another comparatively recent survey has been the New Survey of 
London Life and Labour by the London School of Economics (1928-35, 
9 volumes).** Taking the earlier survey by Booth as the base, this 
investigation had a much wider scope and compared its findings with 
those of Booth. It attempted to measure population by a poverty 
standard and to discover the socio-economic changes between the two 
periods survyed. It drew upon the experience and techniques of Booth 
and Bowley, and utilised the reports of school officers as well as the study 
of households chosen by the random sample method. It introduced for 
the first time machine tabulation and explained in detail the methods 
and techniques employed, and the conclusions reached. 


U.S.A. 


While social surveys began in Great Britain earlier, their devo- 
lopment in the United States has been rapid and extensive. The 
American interest in social movements was the result, on the one 
hand, of the welfare movements and, on the other, of the efficiency 
movement in the community. 


One of the early enquiries, J. Riis’ How the Other Half Lives ? ** 
(1890) was a realistic, though not fully scientific, first hand account of 


** H. Lewellyn Smith & Others: The New Survey of London Life and Labour 
(9 vols. P. S. King & Son, 1930). 


34 Jacob Riis: How the other Lives. Studies among the tenements of New 
York. (1890, Scribner, N.Y.). 


210 THE INDIAN ECONOMIC JOURNAL 


tenement conditions in New York. The next landmark is associated 
with the Russel Sage Foundation in 1907, whose efforts to enquire into 
social conditions spread the survey idea in United States. In 1909-14 
was conducted perhaps the most famous American enquiry, the Pitts- 
burg Survey®> which was an elaborate and painstaking study of the 
effects of urbanisation. It desired to throw light on social and econo- 
mic forces, not by theoretical discussion, but by presenting the objective 
facts of life in a particular city. It was taken up by a group of associates 
taking up particular aspects of the enquiry. Thus, the unit of study 
was determined on the advice of geological surveyers, the conception of 
the complexity of the master plan was adopted from the engineers, the 
case work employed from the charity organisations, and the graphic 
portrayals of the findings from the journalists. Individual invstigators 
studied and reported on particular topics. 


This survey is noted for three things :—(1) for the stimulation it 
gave to other enquiries, (2) for the co-operative efforts of a group of 
people and (3) for the resort to specialised agencies in the particular 
fields for advice in their sphere. 


The Springfield Survey** conducted between 1914-20, was an en- 
quiry into the social conditions of a small city as a complex unit with 


nine main lines of enquiry such as public schools, charities, industrial 
conditions and soon. This survey pointed out the role of publicity in a 
survey both before and during the survey and stressed the necessity of 
viewing social problems as a net-work of closely inter-related units which 
must be tackled not as isolated factors but in their entirety. 


The stimulus given by the Pittsburg Survey resulted in a number of 
specialised intensive enquiries, which, by 1928, numbered nearly 2800. 
Regional surveys, such as the New York Planning Commission’s En- 
quiry in 1927-31 and race relations surveys such as The Pacific Survey 
of 1924-29,37 were prominent in the pre-Depression period. These 
investigtions used new techniques of social exploration and analysis, for 
example, the general material was collected from letters, case histories 
and reports ; old employers, labourers, and scientific observers were 
tapped, case studies of communities were made and the study of attitudes 
through interviews was taken up. One of the remarkable enquiries of 
this period was ‘ Middle Town’ by Dr. and Mrs. Lynd.** It abandoned 


36 P. K. Kellog: The Pittsburg Survey. (6 vols. 1914, Russel Sage Foundation). 


%6 S. M. Harrison : Social Conditions in an American City. (1920, Russel Sage 
Foundation). 


7 R.E. Park: The Pacific Race Relations Survey. 1924-29. 
38 R.S. and H. M. Lynd: Middle Town. (1929, Harcourt, Brace & Co., N.Y-). 
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the aim of programmizing as in the early ones, and contrasted life in a 
city at two periods separated by 35 years. Covering a varied field, it 
attempted to give a moving, not static, picture of community life and 
utilised in the process practically all techniques—observation, interview, 
casual conversation, formal questionnaires, documentary materials, 
records, diaries etc., pointing out that the really creative part of the 
enquiry consists in combining and utilising different approaches. 


The Great Depression gave rise to a series of unemployment sur- 
veys such as the Unemployment Survey of California,®* and the Social 
Science Research Council Monographs on social aspects of the Depres- 
sion. The most outstanding of the post-Depression investigations is the 
New Survey of Pittsburg (1934-87)*° which was a social study of a large 
industrial city. A substantial part of this report is devoted to the 
interpretation of social and economic life ; statistical, ecological and case 
study niethods were extensively used; and the findings stressed the 
forces which cause social disorganisation and make social work necessary. 


In the Nineteen-forties the survey movement in the United States 
slowed down a bit but there was one very outstanding enquiry in 1944, 
viz., Gunnar Myrdal’s The American Dilemma—The Negro Problem. 
This is perhaps the most comprehensive survey of race relations under- 
taken anywhere. Approaching the problem from many aspects—anthro- 
pological, economic, educational and social,—the survey tackled the 
theoretical task of analysing the problem in terms of cause and effect, 
and the practical task of enquiring in terms of means and aims. From 
the standpoint of methods, its significance lies in its attempt to purge 
the investigation of distorting and hidden biases, of determining the 
statement of problems, and the definition of terms for theoretical analysis 
and of laying a logical foundation for practical conclusions. 


Difference between U.K. and U.S.A. Approaches 


Although social surveys have been prominent in the U.S.A. and 
U.K., there have been noticeable differnces in their role. In U.K., for 
instance, the survey has played a significant part in national reform 
but not so, or at least so much, in the United States. Charles Booth’s 
survey, for instance, led to State provision for the children and the aged, 
helped unemployment insurance and the extension of factory acts— 
pre-cursers of social security measures. As Beatrice Webb, one of 


%® Louis Block: Report and Recommendations the Californian State Un- 
employment Commission. (1932, California). ad 

40 P. Klein: A Social Study of Pittsburg: Community Problems and Social 
Services of Allegheny Community. (1938, Columbia University). 
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those who participated in Booth’s survey, remarks*! “It gave an 
entirely fresh impetus to the general adoption by the British people 

the policy of securing to every individual, as the very base of his 
life and work, a prescribed national minimum and the requisites for 
efficient parenthood and citizenship.” 


The reasons for this difference in the influence of the survey on 
national policy in the two countries lie, partly, in historical and govern- 
mental developments, partly, in the philosophies of life of the two peoples 
and partly, in the theories of personal freedom prevailing in the two 
countries. There was also a difference in the type of the leaders of 
the survey and reform movements in the two countries ; for example, 
social reformers like Shaftesbury, Ruskin, and Toynbee were prominent 
in England, while in the United States, the survey was essentially a 
scientist’s affair. Until the New Deal in the ‘ thiries,’ rugged individual- 
ism prevailed in the States and social and economic inequity was not 
associated with social inefficiency. There was also no political party 
like the British Labour Party which arose from the poor classes and 
stood out for a policy of “‘ increased study, scientific investigation, age 
succeeding problem and deliberate organisation of research ”’ so as to 
make effective a social security policy in the country. 


The Significance of the Survey Movement 


The development of the Survey movement in the United Kingdom 
and specially in the United States has brought out certain significant 
features which would be useful as guides in under-developed countries 
like India. The first is the shift in the responsibility for the survey 
from the individual to organisations. Although individuals have been 
undertaking social surveys, their number has been dwindling. This has 
led to the growth of research departments either on their own or within 
social agencies and universities whose main job is conduct of surveys. 
Systematic studies are being undertaken by government and its agencies. 


The second equally sngificant development has been the emergence 
of standardization and the emphasis on scientific procedures. Since 
the Pittsburg Survey in the States, methodological problems and 
techniques have grown in importance marking certain definite steps. 
For example, although a particular survey may be interested in a 
particular problem, the effectiveness of its findings would depend on 
viewing the community as a whole and its problems as inter-related. 
At the same time, since these problems are manifold, fields for detailed 


*! Quoted in Pauline Young, op. cit., p. 47. 
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and separate studies have been differentiated and marked. Moreover, 
as the usefulness of a scientific survey depends upon making the quanti- 
tative data comparable and additive, definition of terms and of units of 
work is essential. Data collected are now so abundant and complex 
that new methods of tabulation, particularly through mechanical 
devices, have been adopted. Finally, the reports based on the collected 
data should be as realistic as possible and devoid of all emotional, 
idealistic and unnecessary verbiage. 


Still another feature that has stood out has been the growing in- 
fluence of sociologists on the survey movement. Emphasis in investiga- 
tion is shifting from mere pathological factors to the growing cultural 
pattern of community life. Formerly, a survey was an inventory 
rather than an analysis of situations but now social reality is regarded as 
so complex and the whole array of its problems so multifaced that a 
proper evaluation in a survey can be only through considering social 
process as a whole, customs, attitudes, group-relations and so on. 


The sociologist has also introduced the concept of a natural area. 
The social base map has become the starting point of any survey. Basic 
social data such as density, and distribution, of population, births 


and mortality rates have become a necessay component in understanding 
a survey. The stress has also been on trends rather than on details. 
This is because of the social scientists’ desire to put prediction and 
control on a sound scientific basis as against the old objective of im- 
mediate ad hoc reform. 


This emphasis on trends has drawn attention to social causation 
as a relevant part of the survey. The question now is not only to give 
a precise account of occurrences or of conditions but also to explain 
why they occur or are present. ‘“‘ The search for factors of social causa- 
tion,” observes Pauline Young,** “ introduces not only a new frame of 
reference but it seriously challenges the popular conception that social 
inequality and economic inequity had their sole roots in personal than 
social inefficiency and ineffective governmental administration.” 


Finally, a set of new and precise criteria to test the methodological 
procedures has been developed. Thus, any survey has to satisfy the 
questions—Does the survey furnish typical facts to enable sound 
generalization? Does the survey use objective methods? Are the 
comparative and control techniques used to ascertain conditioning 
factors? Has the surveyor developed an estimate of quantitative 


*? Pauline Young, op. cit., p. 54. 
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symbols to measure and express the findings? and soon. A number 
of these important developments should be regarded as the contribution 
of the sociologist to social surveys. 


It has been pointed out above that the development in the survey 
movement led to modifications in the technique of surveys.. In this 
respect during the last three or four decades, a number of significant 
changes have been made; the development of sampling devices and 
introduction of mechanical tabulation and sorting have led to large scale 
surveys and mass production of details. Economies have been achieved 
by sub-division of labour among the survey staff; the importance of 
an adequate and proper questionnaire has been realised by emphasising 
that. drafting a questionnaire is a specialised work needing a lot of 
imagination since even in factual surveys foresight and pre-coding of 
different types of answers are necessarily to be provided for. The 
emphasis on the pilot survey to modify and extend the scheduled ques- 
tionnaire on the basis of experience has increased. It should be realised 
that planned agreement on the type of questions to be asked and the 
type of people to be questioned, test talks before the questionnaire is 
actually used and the preparation of a scientific sample are necessary 
even at the start of the survey. Sampling has now become a fine art 
needing experts in theory and practice with a sound mathematical 
training. Another aspect of survey technique has been in the planning 
of the interview and the training of the interviewers. The personnel 
chosen for interviewing people must be trained in manners in such 
a way that they should be ina position to encourage people to part with 
information. Nowadays the importance of the employment of women 
in social surveys is being more and more recognised. Standardisation 
of definitions and classifications, pre-coding specially when the 
sample is large and the problem is complicated and the constant 
consultation between the man in the field and the one at the 
desk so that there might be a continuous cooperation among the 
investigators themselves and between them and the headquarters staff 
who will analyse process and interpret the data, has been realised as 
essential. 


An important lession was pointed out over six decades ago by 
Charles Booth when he stated in the final volume of his Survey.® 
‘“* Comparisons with the past are absolutely necessary to the comprenen- 
sion of all that exists today ; without them we cannot penetrate to the 
heart of things.” While he himself could not benefit much in this 
‘direction, his work became the starting point for comparisons to measure 
the changes in social and economic conditions since his days and laid 


** Booth: op. cit., vol. 17, p. 31. 
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the firm foundation for forward comparisons with the results of future 
surveys, such as the Resurvey of London. In an underdeveloped 
country, most enquiries will have to be pioneering studies, having little 
in the past for comparison, but it is essential that, since they form the 
base of comparison in the future, their technique should be modern and 
correct, their approach comprehensive and detailed and their conclu- 
sions meaningful and in terms of the wider socio-economic problems. 


The preceding review of the development of the survey movement 
in India, U.K. and U.S.A. draws attention to the existence in under- 
developed countries of certain limitations associated with techniques, 
problems and environment: from the first standpoint, the inapplica- 
bility, at least to the same extent, of some of the advanced techniques 
of data collection ; from the angle of problems, the intertwining of a 
multitude of different issues ; and from the point of view of environ- 
ment, the vague, hesitant and slow response arising from an illiterate 
and conservative tradition. a 


These limitations suggest a modified course of action for socio- 
economic surveys in India. The need for an overall survey similar to 
the one advocated by Patrick Geddes“ is greater because of the complex 
matrix dealt with. Although their aim is restricted, many recent and 
current enquiries, (for instance, into rural credit, agricultural wages 
and unemployment) are narrow and onesided, so that the problem is not 
visualised in its true perspective, and a solution based on the investiga- 
tion may not be completely fruitful. 


This emphasizes the cooperation of experts in different aspects of 
social sciences. For instance, an urban survey requires the cooperation 
of economists, statisticians, sociologists, social workers and so on, instead 
of being in the hands of the first two categories only. It is useful to 
have an overall plan of proposed and possible surveys in the country 
and to encourage integrated schemes. In spite of their being a central 
organisation like the Research Programmes Committee, the current 
tendency in the country appears to be, by and large, for individual and 
unintegrated schemes to be approved and taken up. Again, although 
economic issues are dominant in a planning context, it may be desirable 
to give greater encouragement, than at present, to sociological and 
similar enquiries. 

“4 Patrick Geddes : City Deterioration and the need for or a City Survey (American 


Academy of Political and Social Service, 1909. Also his in Evolution. (Williams - 
& Norgate, London 1915). a 
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If there is to be an overall plan and integrated effort, broad stand- 
ardization of the framework and design as well as data collection tech- 
niques will be necessary. This is being done now in a few enquiries e.g., 
farm management studies and agro-economic surveys, but a large 
number of surveys into unemployment, small and large industries, 
migration etc. follow theirown ways. The checking of the enquiries, at 
the initial stage but all along the line would help the standardization 
of techniques and results. 


Finally, an adaptation of available techniques is highly desirable. 
The Indian Statistical Institute has been doing much in this line but 
largely on the statistical side, e.g., sampling, designs etc. There are 
the non-statistical tools of enquiry, such as case study, participant 
observation and interview, where much remains to be done.*® 


Madras M. H. Gora. 


“* Note: I am indebted to my collegues, Mr. T. P. Subramonian (Ford Founda- 
tion Unit) and Mr. C. Muthiah (Agricultural Economics Research Centre) of the 
Madras University for discussing this paper. 


FUTURE OF THE CAPITAL GAINS TAX 
Need for the Tax 


Tue capital Gains Tax is not a novel weapon in the tax armoury of 
India, as it had a short eventful tenure of two years when Mr. Liaquat 
Ali Khan introduced it in his Budget of 1947. Shri T.T. Krishnamachari, 
revived this tax by the Finance Bill of 30th November 1956. His 
objectives in reintroducing this tax measure were to reduce the inequali- 
ties of income in India, i.e. an ideological aim. Secondly to raise new 
resources for carrying out the Second Plan i.e. a fiscal aim. Thirdly 
to get rid of the inequality of the present Income Tax system where 
certain items only are taxed. Fourthly the “ raison d'etre of the levy 
was the expectation of capital appreciation in a phase of rapid develop- 
ment of economy in which the public fise must be allowed good share .”’ 
A discussion of this prominent but controversial issue in the theory and 
practice of Income tax is topical. 


Capital gain or loss represents a realised appreciation or deprecia- 
tion in the capital value of an assest other than a stock in trade, for 
example, sale of stocks, shares, securities, land, buildings plant and 
machinery, possessions such as jewellery, pictures, furniture etc. will 
give rise to a capital gain or loss. It arises as Harold Groves said, 
** not as a flow of income from the fountain, but from the sale of the 
fountain itself.” Hence it is a casual and a usually non-recurring 
receipt. 


Kaldor’s View 


Kaldor is a vehement advocate for the taxation of Capital gains 
asincome. Briefly put, his arguments are as follows. Firstly he feels 
that the non-inclusion of Capital Gains in taxable income is iniquitous. 
Justice demands that the relative position of individuals after a tax 
is not altered much. This cannot be so as long as capital gains get 
a preferential treatment over ordinary gains. Secondly, he feels that 
such an exemption may lead to evasion and loss of revenue to the 
Treasury, as people may be tempted to interchange taxable income with 
tax exempt gains. Thirdly, he believes that the so called irregularity, 
illusory and non-recurrent nature of capital gains is a myth, as profits 
and savings may also be irregular and became illusory during periods of 
price veriations. He is of the opinion that discretionary powers 
should not be vested in the hands of income-tax authorities to determine 
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the taxability or otherwise of individual cases. To conclude, he says 
that an “impartial’’, ‘ unambiguous” concept of taxable income 
will be ‘obtained only when it includes all receipts which increase the 


tax-payer’s spending power. 


Some Objections to the Tax 


The whole gamut of arguments for and against the tax may be 
summarised in the short phrase “* equity vs. economic expediency and 
administrative simplicity .” The attempt to have a highly equitous 
tax may result in the creation of a complex tax structure. The British 
Royal Commission on Taxation of Profits and Income said ‘“ The 
Tax would raise a number of points of principle which are both difficult 
in themselves and of which the solution would remain debatable. 
The adoption of arbitrary rules would mean that the tax is not based 
on logical grounds but on arbitrary hotch potch decisions wherein it 
will create as many inequities as it is supposedly solving.” An attempt 
is made here to mention some of the complexities. 


Administrative convenience necessitates taxing only realised gains. 
Usually capital gains accrue over a period and to treat them on a par 
with the rest of the income earned in that year may not be just. When 
they are treated as distinct from the other income, equity may further 
be satisfied if a distinction is made in the taxability of gains accurring 
in a short period and that accruing over a longer period. e.g. in U.S.A. 
gains realised on assets held over six months are treated as long-term 
gains and taxed at 26%, while all other gains are treated on a par with 
the other incomes. This has the added advantage in that it takes notice 
of the fact that mostly the short period gains are more in the nature of 
speculative gains than the latter. The former may be taxed at a 
higher rate and the latter at a lower rate. But these fine differences in 
the tax statute, though equitous, may not be expedient, for any such 
distinction in the period of the holding of the asset will be purely a 
question of administrative accidental choice and it may encourage some 
to hold an asset just long enough to be liable to a lower rate of taxation. 
It will still result in some avoidance of the tax. 


The question of relevant rates also presents certain interesting 
conclusions. As the gains accrue over a period, they may not be 
taxed at the ordinary income-tax rates. To inctroduce a flat rate of 
taxation for capital gains alone may imply acceptance of all the draw- 
backs of a proportionate levy. If a new set of rates which are less 
progressive than the income-tax rates are to be applied, it impiles, 
though veiled, an acceptance of the idea that capital gains are income on 
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a different level from the other sources of income. If that is granted, 
there may not be any sanctity in taxing Capital gains only in the 
income tax base. Other alternative methods of reaching such gains 
may be accepted. 


If Capital gains constitute taxable income, capital loss should 
from a deductible item. Immediately the question arises whether 
this could be granted against ordinary income. This may not be 
feasible, as it will encourage intelligent manoveuring to escape tax 
liability. 


In the words of the British Royal Commission, assessees will try 
to “ marry ’’ income with losses. If capital losses are allowable only 
against Capital gains, an unlimited carry forward or backward provision 
is needed. The latter will necessarily have to be for a short period 
because of administrative difficulties involved in the reopening of 
past assessments. The carry forward provision may not be so very 
equitous, as in the words of the Brtish Royal Commission, “‘ A gain 
would be chargeable even if there were no realised loss, a loss would not 
be allowed except so far as there was a realised gain.” A suggestion 
is often made in this context that any residue of the carried forward 
losses not set off against any other gains may be allowed against Estate 
Duty liability. But this is also not without its drawbacks as old, 
prospective assesses for the Estate Duty may be tempted to indulge 
in death bed speculative fling to reduce their Estate Duty liability. 


A serious draw-back of this tax is its effect upon investment and 
saving. It may retard the sale of property and securities in times of 
inflated prices or encourage the sale during times of depression. Either 
way the market movements may be more pronounced than otherwise, 
In the great American Boom of 1929 the tax was held responsible for 
prolonging the inflation. Dr. Matthai, while repealing the tax in 1949 
in India, said that the tax had a serious disincentive effect upon invest- 
ment and free marketing of property and also inflicted a shock upon 
the morale of the businessmen. Even recent stock exchange history 
only proves that the re-introduction of the tax had an effect upon the 
investment habits of the people, when share prices slumped down to 
unprecedented levels. 


A nation’s savings are the prime mover of its economic development. 
As capital gains are mostly concentrated in the upper income ranges 
its effects upon savings availability will also be significant. To sum 
up, it is a valid truism to say that individuals make the greatest use of 
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their faculties and other resources directly in proportion to expected 
profits and inversely in proportion to taxes. 


Kaldor makes a very optimistic estimate of the yield of the tax 
at around 25 to 40 crores. But the question is whether actually this 
much of revenue may be expected. For in India when this tax was 
levied between 1947-49, the yeild was only a rough amount of Rs. 6 
crores. Even the experience of the U.S.A. goes to prove that the 
yield is cyclical and not much at that. If the tax is heavy, it may 
postpone realisation till death, when the gains may conveniently be 
taxed by the Estate Duties instead of having a Capital Gains Tax. 


Moreover, the tax may also affect the yield of certain other taxes 
like the stamp duty, etc. The potential net yield of the tax may there- 
fore be negligible. 


The statement made at the beginning of this section that the tax 
may not be based on “ logical grounds but on arbitrary hotch potch 
decisions...... ”, and that it may also introduce a lot of complexity in 
the tax structure may be proved by taking note of the tax history in 
some countries. 


Taxation of Capital is a feature of the tax system of some Western 
European Countries like Belgium, France, Scandinavia and Switzer- 
land, as also some of the Latin American Countries like Argentina, 
Brazil, Cuba, Venezuela. Perhaps the U.S.A. is the most prominent 
example of a country imposing such a tax. In the appendix a 
brief account is given of the complexities and arbitrariness in the tax 
Statutes of some countries. 


Possible Solution 


To conclude, as a capital gains tax par excellence seems to be 
still in the melting point, the balance from the practical point of view 
seems to be in the direction of non-inclusion of Capital gains in the 
income tax base. They do represent “accretion to one’s economic 
power ” and should be tapped, but it seems better to reach this increased 
ability in some other manner thanby a regular income tax. Just as 
inheritances, which also represent increased ability to pay, are taxed 
through inheritance taxes, so also capital gains may be taxed through 
methods other than an income tax. Especially in India, Capital gains 
are mostly in the nature of increment in the value of real estates and 
these may be reached through a property tax based on the capital value 
of the asset. This is not something entirely novel, for the capital 
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value of an asset is taken as the basis for the levy in the U.S.A., 
Canada and Australia. Capital value will reflect very closely the 
rise in the values of urban property. Even at present the Calcutta 
Municipality Act provides that if the gross annual rental value cannot 
be estimated then a percentage of the capital value be taken as the basis 
for assessment. The Taxation Enquiry Commission testified to the 
success of that method in Calcutta. Perhaps it could be extended to 
other areas also well. The setting up of a Central Valuation Depart- 
ment with a staff of expert values will solve the problem of estimating 
the value of the house. This Department could also aid various other 
tax Departments like the Income-tax, Estate Duty etc. Meantime the 
assessee may be given the right to value his property for the purpose of 
assessment, and to provide against under-estimation, a proviso may be 
added that if the Department is not satisfied with that valuation, it 
may give the assessee a chance to vary his estimate. If he still sticks to 
his original estimate the Government should reserve the right to buy 
the asset at the assessee’s price. That should end all attempts at under- 
valuation. Capital gain realised from the sale of securities is not 
perhaps of a great magnitude in India, as the investment habit is still 
in its infancy. So not much of Capital gains in that direction may be 
realised. 


Madras M. S. RAMESH 
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RECENT CO-OPERATIVE BANKING DEVELOPMENT 
IN ASIA* 


THE co-operative movement has entered upon a new phase of develop- 
ment in Asia with increased State participation. Many parts of Asia 
sadly lack in the supply of institutional credit. The future progress 
in agricultural production depends largely upon the availability of 
institutional credit designed to cater to the needs of the farmer. It is 
generally accepted that co-operative credit is easily the best form of 
institutional credit available for achieving rural progress. But the 
co-operative ideal has not gained much ground in its orthodox form 
due to many factors. It is hoped that with increased State participa- 
tion it should be possible to build up the co-operative credit system to 
fulfil the purpose for which it was meant. Inspite of the active parti- 
cipation of the State, there appears to be a strong desire for the co- 
operatives to retain their democratic set-up. However, the degree 
of voluntary nature and democratic control of the co-operative institu- 
tions seem to vary from country to country. 


Increased State Participation 


In India with the acceptance of the recommendations of the Rural 
Credit Survey Report of the Reserve Bank in 1954, Indian co-operative 
banking was to be organized on a State partnership basis. Hitherto, 
the whole movement, even though State initiated, was very much left 
in the hands of local leaders. The functions performed by depart- 
ments of State Registrars of co-operatives were confined mostly to 
registration, audit and supervision. In essence State partnership 
implied strengthening the financial structure of the co-operative banks 
and to ensure a rapidly increasing credit business. 


In order to ensure financial stability the Reserve Bank of India 
has created a National Agricultural Credit (Long-term Operations) 
Fund to which the Bank will subscribe Rs. 100 m. in the first year and 
Rs. 50 in the subsequent years during the Second Five Year Plan. In 
addition, the National Agricultural Credit (Stabilization) Fund has 
been created with Rs. 10m. The purpose of these funds is to grant loans 
to State governments to enable them to participate in the share capital 
of the co-operative credit societies. The loans borrowed by State 
governments on 31st March 1958 amounted to Rs. 7-44 crores. . Under 


* Iam indebted to Dr. R. Balakrishna, Madras University for many valu- 
able comments. 
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the present system of State participation, half of the capital of the credit 
societies would be loaned by the State governments and the same is 
expected to be retired over a period of 15 or 20 years. 


Opinions regarding the successful working of the State-sponsored 
approach are divided. It is feared that the present policy may be 
harmful to the very spirit of the co-operative movement and “ offends 
against the whole philosophy that has grown up round the co-operative 
movement.”! There is also another point of view which holds that 
even without the State-participation on the financial side, the beaura- 
cratic element has been there right through the history of the movement 
in India. 


If the management of the credit societies is left to the members, 
the official domination can be reasonably overcome. But the presence 
of the two opposite views indicates that the Indian Co-operative Banking 
as wellas other forms of co-operation have to be fashioned with caution. 
If by any chance the official domination gets the upper hand, the 
co-operative movement may flourish only at the expense of the true 
democratic spirit of the institutions. 


In practice, the participation of the State in providing financial 
assistance, as has been done at present in India, may be seen in many 
other countries as well. In Japan, where the agricultural co-operatives 
play a very important role in the national life, the movement has 
benefited greatly from the financial assistance given by the State. 
After the World War II with the enacting of the Agricultural Co-opera- 
tive Association Law, the State provided for the “‘ advancement of the 
national economy by increasing agricultural productivity and improving 
the economic and social status of the farmers through the development 
of co-operative organizations of farmers.”? Another Act was also enacted 
for reconstructing and rearranging the co-operatives. Several measures 
have been implemented for strengthening the financial structure of the 
agricultural co-operatives. 


The co-operatives have been once again recognized as non-profit 
seeking organizations and tax reliefs have been offered to help the 
accumulation of owned capital. An important feature of the 1953 
Law was “ Should the prefectural credit federations reduce the rates of 
interest payable on loans outstanding, the government may give sub- 
sidies equivalent to the difference between the original and the reduced 


1. Pandit Jawaharlal Nehru in his inaugural address to the III All India 
Co-operative Congress, April 12, 1958. 


2. Review of International Co-operation, July August, 1956, p. 174. 
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rates.”"? The Japanese Government has given financial aid to the 
co-operatives in the form of subsidies and compensations. From 1951 
to 1955 the subsidies to the co-operatives amounted to 3 billion yen. 
Compensation for a period of 10 years was granted to the credit federa- 
tions amounting to 3-5 billion yen. In addition to these forms of 
help, direct appropriations from the Treasury have been made to 
meet the business expenditure of agricultural central co-operative 
unions. 


The Central Co-operative Bank for Agriculture and Forestry, 
organized recently, derives its funds for share capital, debentures, 
deposits, and investments form the government. When the Bank was 
organized, the Government investment was 2 billion yen out of a total 
capital of 2-6 billion yen. By 1955 a part of it had been repaid, the 
repaid amount being set apart as a special Reserve. 


It is claimed that the Japanese co-operatives retain their democratic 
characteristic in spite of the financial assistance granted by the State. 
But in the case of the Central Bank, the officers of the Bank, President, 
Vice President, nineteen directors (six are full-time) and three auditors 
(one is full-time) are appointed by the Government. The President 
is given the benefit of advice from 25 advisors. The representatives of 
the member co-operatives form the council of delegates and do the 
work of the general meeting of shareholders. 


The Burmese co-operative movement has grown to its present 
stature because of State initiative, supervision and control. Two new 
features were introduced into the co-operative structure with the 
commencement of the five year plan in 1951. They were, the principle 
of “‘ limited liability ” and the multi-purpose bylaw. The old Agri- 
cultural Credit Societies were replaced by producers’ co-operative 
societies (procos) which were to provide finance, supply and require- 
ments, marketing of produce and encouragement of thrift. The State 
Agricultural Bank was created in 1954 by the government to function 
as a central organization for taking care of all types of agricultural 
finance. The co-operative credit department advances credit to the 
co-operative societies at a lower rate of interest and the societies lend 
the borrowed funds at relatively higher rates of interest. Inspite of 
the active help that the State has been giving to the movement, it is 
intended to keep the co-operatives free from official domination as far 
as possible. ‘‘ Under the five year co-operative plan which was intro- 


8. Year Book of Agricultural Co-operation, 1955, p. 191. . 
4. Ibid, p. 180. 
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duced in 1951-52, it was intended that the co-operative movement in 
Burma be run on a democratic basis by the people of the movement 
after a period of years, and steps are now being taken to implement 
such a decision subject to, of course, the local conditions and cireum- 
_Stances.”’5 


Co-operative banking in Thailand has suffered for want of adequate 
working capital. The Central Co-operative Bank was organized in 
1943 to serve as a central organization for all co-operative credit socie- 
ties. The member societies are required to take up one share of Baht 
100 for every Baht, 5,000 of its working capital. The remaining shares 
are taken up by the Ministry of Co-operatives and are sold to the new 
socieities as and when they are formed. The co-operative movement 
is essentially in the hands of the Government. 


The Malayan Government has done a splendid job in consolidating 
the co-operative movement. The rural credit societies which numbered 
665 in 1954 have formed themselves into 12 unions and the unions in 
turn have formed themselves into an Apex bank. The societies are 
supervised and audited by the officials of the co-operative department. 
Considerable sums of money are made available to the movement as 
a whole by the Malayan Government. ‘However, it is the declared 


policy of the Department that, in the course of time, the co-opera‘ive 
movement must become an unofficial movement.”’¢ 


The State has been taking a keen interest in the development of the 
co-operative movement in Indonesia. It is claimed that the day-to-day 
management of the co-operatives is in the hands of non-official members. 
In actual practice, however, the large team of co-operative officials 
do guide in policy making and administration. The Indonesian Govern- 
ment has been striving hard to foster genuine co-operatives. The State 
has granted considerable financial aid to the credit co-operatives. “Thus 
the two provincial banks have each of them received loans of 15 million 
rupiahs and 2 million rupiahs have been allocated to the co-operatative 
societies of government officials in each of the 11 provinces.’’? 


In Philippines the provision of co-operative credit for agriculture 
was taken up by the Mutual Security Administration of America with 
‘the National Economic Council of the Philippines on the basis of the 
recommendations made by the Bell Trade Mission in 1950.8 The 


5 Year Book of Agricultural Co-operation, 1954, p. 53. 

* Review of International Co-operation, July-August, 1956, p. 164. 
7 Ibid, p. 166. 

8 Year Book of Agricultural Co-operation, 1957, p. 179. 
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Agricultural Credit and Co-operative Financing Administration, 
known as ACCFA, came into existince as a result of a special legislation 
in 1952. The government agreed to provide P 30,000,000 for setting 
up the Administration and the mutual security Administration provided 
the necessary implements and equipment. By October, 1956 there 
were 892 FACOMAS with 352,000 individual members. The present 
strength of the Philippines co-operative banking has been mainly due to 
the continuous financial aid given by its own government and by the 
International Co-operative Administration. 


The development of co-operative banking as well as other forms of 
co-operation is mainly due to the initiative and guidance of the State 
in Ceylon as in most of the Asian countries. “ It would be pointless to 
ignore the degree of official stimulation, guidance, financial support and 
administrative participation which has gone to extending the Ceylon 
co-oerative movement.”® The latest event of importance that goes to 
the credit of the Co-opeative Ministry in Ceylon was the organization 
of the Co-operative Federation of Ceylon in 1955. 


The Co-operative organization in Pakistan is more or less a replica 
of its counterpart in India. Of the recent developments an event of 
importance is the establishment of the Agricultural Finance Corpo- 
ration (1952) with a capital of Rs. 5 crores. TheCorporation advances 
loans to individuals as well as to co-operative societies against property 
mortgages. Lack of leadership in the rural co-operaratives has rendered 
State supervision and control indispensable. 


In the Republic of Korea legislation has been proposed to establish 
the Agricultural Bank of Korea, the bulk of the shares of which would be 
subscribed by the Government and the rest by the Agricultural Associ- 
ations. 


After the land reforms in China the official policy has been to 
promote agricultural co-operation. The extension of State control has 
come in the way of the voluntary and democratic natureof the organiza- 
tion. Membership in the societies is open to poor and middle class 
peasants only. The State has exempted the co-operatives from taxa- 
tion. And at the time of spring ploughing the State lends money at 
low interest rates. The credit societies are under the supervision of 
the Peoples’ Bank which trains the accountants and the managerial 
personnel. Even though co-operative credit is not as important as that 
of the credit from the Peoples’ Bank, co-operative banking is being 
encouraged at present in its expansionary programme. 


® Ibid, p. 175. 
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Larger Units, Greater Centralization and Limited Liability 


_ According to the recommendations of the All India Rural Credit 
Survey Report of 1954, the reorganized credit structure based on State 
partnership would provide “ financial and technical participation within 
the structure in addition to, and as distinguished from administration, 
supervision, guidance and assistance from outside.”!® The very essence 
of-a State partnered development makes it clear that the aim is to 
build up stronger primary societies by providing adequate financia 
resources to the apex and central co-operative banks. Accordingly, 
the membership of the apex institutions will be open to all central 
banks and to a limited number of individuals. 


Even though 51 per cent of the share capital of the apex banks 
and through them of the central banks constitute State contribution, 
the number of directors as well as the voting rights will not be more 
than one-third of the total on the Directorates of the Apex and Central 
institutions. The main object of such a financial reorganization is 
that “the apex bank should be made the custodian of the surplus 
resour ces of the co-operative banking system for this purpose, all co- 
operative central financing agencies shoud be statutorily required to 
invest their surplus funds in the apex bank.’’! 


As the apex banks are expected to contribute a major portion of the 
share capital of the central banks, the central banks inturn are required 
to be in a position to contribute to the share capital of the primary 
agricultural societies. As far as possible it is suggested the Chairman 
of the central banks should be non-officials. The reorganized central 
banks are required mainly to strengthen the primaries by curtailing 
their dealings with private individuals. The central banks are also 
required to keep bigher ratios of reserves in order to have a higher 
ratio of owned funds than at present. The major responsibility of the 
central banks is to extend the necessary financial stability and leader- 
ship to the primary credit societies. 


» The reorganized central banks are required to deal with long-term 
credit also in such of the places wkere primary land mortgage banks 
are not existing at present. ‘‘ The central land mortgage bank should, 
in the first instance, operate in the district through a ‘ section ’ of the 
central co-operative bank or the branch of the StateCo-operarative Bank, 
the transactions being kept entirely distinct and the section function- 


10 Reserve Bank: All India Rural Credit Survey Report, Vol. II, 1954, p.430. 
Ibid, 436. 
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ing as an agent of the central land mortgage bank for the disbursement 
of long-term loans to individual agriculturist borrowers, all of whom 
will have to be direct members of the central land mortgage bank.”?® 
Yet another feature cf importance is that urban banks are pern.itted to 
undertake financing of rural credit societies wherever there are no 
central banks. And, ordinarily the urban banks are required to invest 
their surplus funds in the apex and central banks. 


The most significant changes implemented in the reorganized 
structure pertain to the size and organization of the primary credit 
societies. In the opinion of the Reserve Bank, the “‘ primary agricul- 
tural credit societies should hereafter be established (and wherever 
necessary, and as and when suitable, existing ones reorganized) so as 
to cover, according to local conditions, groups of villages with a re- 
asonably large membership and a reasonably adequate share capital.’’!% 
Accordingly, during the Second Five Year Plan period it is expected 
that 10,400 large-sized credit societies will be established in addition 
to strengthening and reorganizing the smaller ones which are alrady 
functioning. Towards the end of the year 1956-57 it is estimated that 
1,387 large-sized credit societies were organized and many central and 
district societies were reorganized and placed on a sound footing.'* 


In the opinion of the Reserve Bank the existence of small societies 
in the past have only “ come in the way of alternative courses of re- 
dcguntention, such as the replacement at the primary base of ‘ honorary 
services ’ by competent paid staff and of small uneconomic turnover by 
larger units of business.15 This particular recommendation of the 
Reserve Bank has been much debated and opinion in the country seems 
to be divided. It may be appropriate in this context to take stock of 
the recent developments in co-operative banking in Western Germany. 


In Western Germany, there has been a growing tendency to orga- 
nize larger credit units as they have shown greater progress relatively 
to smaller ones. Since the two major purposes for establishing larger 
credit units are to introduce efficient paid mangement and to have 
adequate business turnover, a reasonable period of time may be given 
to try the working of the new type units. In fact, in addition to Western 
Germany, there are also countries like France and Finland where the 
tendency in recent times has been towards formation of larger and 
specialized credit societies with many newly added functions. 


12 Ibid, p. 445. 
13 Ibid, p. 450. 

4 All India Co-operative Review, Dec. 1957, p. 674. 

18 All India Rural Credit Survey Report, Vol. II, p. 450. 
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The reorganized structure provides for open membership, limited 
liability and larger share of capital in order to meet the growing needs 
of the co-operative credit institutions. And as far as possible it is 
hoped that the democratic nature of the organization will be maintained. 
An encouraging feature of the new set up is that provision has been 
made for the withdrawal of State participation as and when the insti- 
tutions begin to fulfil their functions adequately, and no uniform time 
limit has been laid down for such a withdrawal. ‘‘ The limit will be 
dependent on the effort made and it will not be possible to measure its 
approach except in terms of achieved result and demonstrable 
promise.’’!¢ 


The work of reconstructing and reorganizing the credit structure 
in Japan was undertaken by amending the Agricultural Co-operative 
Associations Law in 1954. Prefectural central unions were created 
and the unions were federated into the National Central Union of 
Agricultural Co-operatives. During the past few years the Japanese 
Government has been contemplating the reorganization of the admini- 
strative districts and it is expected that such a move would lead to 
an amalgamation of the smaller village units. With the formation of 
larger villages there may necessarily be a change in the size and structure 
of the co-operatives as well. 


It is believed that there is considerable opposition to these re 
organization proposals by the co-operators and as a result of various 
conflicting forces the agricultural co-operatives in Japan have launched 
upon a “overall operation’”” movement to improve the general economic 
status of the farmer instead of concentrating merely on the economic 


aspect. 


In Burma the principle of “ limited liability” has been introduced 
with fair success for the past two years, recoveries of agricultural 
advances being highly successful.!”7_ In order to strengthen the financial 
structure and to coordinate the working of various co-operative agen- 
cies, the new co-operative bank and the State Agricultural Bank have 
been organized in 1954. 


Co-operative banking in Ceylon has been strengthened by the 
formation of 11 provincial and district banks. In 1945 the Co-opearative 
Federal Bank of Ceylon was formed for imparting greater financial 
stability and coordination for its member institutions. 


Ibid, p. 431. 
17 Year Book, 1954, p. 50. 
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In Philippines a Central Co-operative Exchange has been created 
as a link between the Administration and the Farmers’ Co-operative 
Marketing Associations. Short-term loans for purposes of crop produc- 
tion and farm improvements are issued through the Central Co-operative 
Exchange to the Associations. 


In Thailand a need was felt for the organization of Distrcit Central 
Co-operative Banks for mobilizing the local capital resources and for 
providing an efficient loan service. In 1951 two District Central Co- 
operative Banks wer organized on lines similar to the Indian Central 
Banks. They are financed by the Bank for Co-operatives and from 
1952 onwards have taken over the work of the Central Bank in 
their respective areas. They are limited liability banks and obtain 
their capital by issuing shares to members as well as non-members. 
The Central Co-operative Bank that was founded in 1948 serves as 
a central organization for all co-operative credit socities. 


In Malaya, in addition to the regular credit societies with unlimited 
liability, a new type called ‘“‘ seasonal credit societies ’’ has been orga- 
nized. ‘* These are a probationary phase of rural credit society, but 
with limited liability.”!* The long-felt need for a national organization 
was realized in 1953 when the Co-operative Union of Malaya was 
registered. The Union is the spokesman of the co-operative movement 
and does the work of coordination. 


Long-term Credit becomes more Prominent 


The need for long-term developmental credit in under- 
developed countries cannot be over-emphasized. In economically 
advanced countires like the U.S.A. and Germany, private enterprise 
has played a prominent role in supplying the long-term credit needs of 
their farmers. In most of the Western countries insurance companies 
and joint-stock banks have played a notable part, in addition to the 
development of banks, in this area of farm finance. 


In India as early as 1920 attempts were made to establish land 
mortgage banks purely on the initiative of some State governments. 
As a result land mortgage banks were organized only in few States and 
even in the States where they are presently operating they are unevenly 
developed. The reorganized co-operative credit structure has envisaged 
a scheme for dovetailing the organization of the long-term and the 
short-term credit institutions to a very limited extent. 


18 Year Book of Agricultural Co-operation, 1957, p. 259. 
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Accordingly, it is suggested that there must be a close association 
between the State Co-operative Bank and the Central Land Mortgage 
Bank, even though the two forms of credit wil be organized separately. 
The share capital of the Central Land Mortgage Bank would be derived 
largely from the Government wherever necessary. “ The size of 
Government contribution to share capital should accordingly be such 
as to help, establish, irrespective of the proportion of private share 
capital forthcoming, an adequate number of central land mortgage 
banks whose financial structure enables them to borrow adequately 
and lend adequately.”!® And the central land banks would in their 
turn provide adequate share capital to the primary land mortgage 
banks. 


In the past, the main purpose for which loans were granted was 
for repayment of old debts. But in the reorganized structure loans 
will primarily be granted for developmental purposes which would 
increase agricultural production. In order to ensure that the loan 
amount is used for the very purpose for which it is borrowed, it is 
suggested that the loan amount may be disbursed in instalments as 
and when required rather than in one lump. This proposal appears to 
be similar to the supervised credit programme practised in the U.S.A. 


The land mortgage banks are also expected to serve as an agency 
for distributing government funds to farmers in the form of state loans. 
In addition to the direct participation by the State in the financing 
of institutions, several other forms of aid like tax remissions, fee exemp- 
tions and special assistance will be given. 


_ Regarding the establishment of primary land mortgage banks, 
it is envisaged that the central institutions be organized first in the 
States where they are absent at present and then to establish the pri- 
maries. The primaries are expected to popularize the schemes of land 
improvement and rural debentures. “‘ In addition to the work of exa- 
mining loan applications and supervising the use of loans granted to 
individuals, it is proposed that the share capital of the primaries be 
derived to a large extent from the State funds (through the central land 
mortgage banks) asin the case of other co-operative credit societies. 
Towards the end of the Second Plan it is expected that the volume of 
long-term credit will rise to Rs. 25 crores from Rs. 3 crores in 1955-56. 


Historically, the Hypothec Bank of Japan, established in 1896, 
has always taken care of the long-term credit needs of both agriculture 


1@ =AllIndia Rural Credit Survey Report, Vol. II, Reserve Bank, Bombay 
p. 431. 
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and industry to a large extent. In recent years the Central Bank of 
Agriculture and Forestry, which is the apex institution for all short- 
term co-operative associations, also lends long-term loans to agriculture. 
Generally, the long-term funds are provided by the Government and the 
short-term funds are made available from the resources of the 
co-operative associations themselves. 


As in many Asian countries, no separate financial institutions exist 
in Thailand for the purpose of granting long-term loans. As per the 
rules, the co-operative credit societies are permitted to grant long-term 
mortgage loans for a period of 15 years. As a matter of policy, the loan 
value does not exceed 60 per cent of the stated land mortgage value. 


In Ceylon two mortgage banks have been organized recently in 
order to cater to the long-term needs of agricutlure, but progress in this 
direction has been very slow. The availability of long-term credit 
appears to be fairly satisfactory in Philippines. The Agricultural 
Credit and Co-operative Financing Administration (known as ACCFA) 
issues facility loans for capital expenditure. And these loans are 
repayable in five to ten equal annual payments. The period for which 
the facility loans are made is rather short. 


An important landmark in the field of agricultural credit in Paki- 
stan was the establishment of the Agricultural Development Finance 
Corporation in 1952. The Finance Corporation advances long-term 
loans to both individuals as well as to co-operative societies. But, 
unfortunately, the condition that such loans are made only against 
mortgaged properties has crippled the scope of borrowing of the socie- 
ties, as most of them can not afford to lock up their assets. 


Multi-Purpose versus Single-Purpose Societies 


In Japan the number of multi-purpose co-operative societies have 
been on the increase and in 1954 there were 14,000 of them. These 
“general purpose” or multi-purpose societies provide credit, marke- 
ting, purchasing and advisory services. These societies are linked up 
in a complex federal structure which consists of 836 country, 321 prefe- 
ctural and 25 National Fedrations.2° In the Japanese agricultural 
co-operatives even non-agriculturists are permitted to become member 
with the one difference that such associate members do not have the 
right to vote. 


20 Year Book of Agricultural Co-operation, 1956, p. 231. 
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The two new features that were introduced in the Burmese co- 
operative movement in 1950-51 were the principle of “ limited liability ” 
and the multi-purpose bye-law. Prior to 1950 two parallel societies, 
one for consumer goods and the other for agricultural credit, were 
being organized in the rural areas. In 1951 a decision was taken to 
combine the two into one and forman Agricultural Producer Co-opera- 
tive Society for each village. By 1954 there were already 2,545 multi- 
purpose societies in Burma. 


As a result of a special legislation that was introduced in 1952 
in Philippines, the multi-purpose co-operative associations were to be 
created for the purpose of providing finance to the farmers. These 
associations have been known as Farmers’ Co-operative Marketing 
Associations (FACOMAS). Their working capital is drawn from Govern- 
ment contributions, guarantee notes, subsidies, their own debentures 
and bank loans. 


Out of a total of 11,446 primary societies in Indonesia in July 
1956, about 3,873 were multi-purpose village co-operatives with a total 
membership of 971,510. The membership in the multi-purpose societies 
approximates about 50 per cent of total membership of all societies. 
In addition to these institutions there were 4,319 monetary credit 
societies and 642 kind credit societies in July 1956, in Indonesia. 


In India there were 39,930 multi-purpose societies in 1951-52. 
The growth of these institutions was mainly due to the fact that they 
were the distributing agencies for the government during the war years. 
Past experience has revealed that for a successful working of a multi- 
purpose co-operative a greater degree of talent is required on the part 
of the rural leaders. However, the importance of the multi-purpose 
ideal has been recognized. ‘The multi-purpose form is certainly 
more useful ; but there are obvious dangers if the form itself, without 
the reality, is imposed on a series of villages, as part of some large-scale 
programme of expansion which does not take account of the relevant 
local conditions and their variation from village to village.’’** 


In the reorganized set up, a place has been found for both 
co-operative credit and co-operative economic activity for particular 
localities and not for particular societies.?* 


The co-operative movement in Ceylon seems to have solved the 
controversy between the single-purpose and the multi-purpose organiza- 


* All India Rural Credit Survey Report. 1956. Vol. II, p. 363. 
Ibid, p. 364. 
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tions by adopting a “ link up” scheme which secures for the members 
all the benefits of a multi-purpose society without having the multi- 
plicity of complex functions. The components of the “ link up” 
scheme are the Co-operative Agricultural Production and Sale Society 
(called the CAPS), the credit society and the consumers’ store. Under 
the new scheme the credit society lends for productive society to its 
members on the understanding that the produce must be sold through 
the CAPS and on the guarantee of payment by the CAPS, goods are 
supplied to the members by the stores society without involving any. 
cash payment. The CAPS deduct the dues on behalf of the other two 
societies and “thus the Ceylon movement with its “link-up’ has 
skillfully avoided a misuse of liabilities, membership, unrelated functions, 
and perhaps of possibly conflicting interests as are bound to ‘ war in 
the bosom ’ of a single heterogeneous multi-purpose society.” 


Trends in Working Capital 


The working capital of all the co-operative institutons has been on 
the increase in all the Asian countries. In India for the co-operative 
movement as a whole, the working capital rose from Rs. 390-52 crores 
in 1954-55 to Rs. 468-52 crores in 1955-56, recording an increase of 
of 20-1 per cent as against 11 per cent during the year 1953-54. The 
working capital of credit societies, at all levels, accounted for 75 per 
cent of the total of Rs. 353-15 crores. The percentage of share capital 
and reserves together accounted for 29-8 per cent in 1955-56 as against 
31-0 per cent in 1954-55, thus showing a slight decline in the percentage 
of owned funds. In relation to the total working capital, deposits fell 
slightly from 38-2 per cent in 1954-55 to 37-4 per cent in 1955-56. 
The advances from the Reserve Bank rose from Rs. 8-44 crores to 
Rs. 14°07 crores, and the advances from the Government rose from 
Rs. 20-16 crores to Rs. 24-33 crores. These increased borrowings have 
definitely strengthened the financinal position of the co-operatives. 


A relatively strong feature of Japanese co-operative banking is 
the high percentage of deposits to total working capital. Over 70 
per cent of the working capital is derived by way of deposits from 
members.2* Deposit collection is encouraged in many ways as in 
Germany. Members are approached at their own homes periodically 
and their savings are collected. There are many savings clubs and 
savings days to encourage the thrift habit. And dividends are also 
converted into deposits. In 1954 deposits with the agricultural co- 


%3 Year Book of Agricultural Co-operation, 1955, p. 187. 
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operatives amounted to £328 million or 7-6 per cent of the total deposits 
of all financial institutions and bout 63 per cent of the total deposits 
were from farmers themselves.?5 


Co-operative banking in Thailand has suffered to some extent for 
want of adequate deposits to furnish the necessary working capital. 
In spite of the rising prices for farm products and general improvement 
in living conditions of the farmers, no efforts have been put in to augment 
savings deposits. A major portion of the working capital is therefore 
derived from Government or the Thai Commercial Bank Ltd. The 
law in Thailand requires that 90 per cent of the profits must go to the 
indivisible reserve fund. By the end of 1951 the reserve funds of 
co-operatives accounted for 5 per cent of the total working capital. 


In Malaya the urban credit banks and the Rural and Industrial 
Development Authority make capital available to the federation of the 
rural banks. In Philippines the working capital of the Farmers’ 
Co-operative Marketing Associations consists of government contri- 
butions, guarantee notes, subsidies, their own debentures and bank loans. 
The total working capital in 1956 was estimated at P. 199, 205, 801 for 
the agricultural co-operatives. 


The co-operative banking institutions in Ceylon are financially 
very sound. About 40 per cent of their total working capital is derived 
from paid-up shares and reserves. And another 25 per cent is obtained 
by way of deposits supplied mainly by members. Additional loan 
capital is generally obtained from provincial co-operative banks. 


Due to the reorganization undertaken in East Bengal, there was 
a shrinkage in the total number of co-operative credit societies in 
Pakistan. According to the figures available for 1953-54, the total 
working capital of all types of societies amounted to Rs. 544 million 
over Rs. 425 million in 1949-50. The working capital for the agricul- 
tural credit societies alone accounted for Rs. 82-8 million of which 
about Rs. 15 was share capital, Rs. 21 reserves, the rest formed loans 
and deposits. 


One special feature of the Indonesian co-operative movement is 
that the members are encouraged to save in the form of unhusked rice. 
And the value of total savings capital thus contributed amounted to 
Rupiahs 268,597,935 in 1955 and the amount rose to Rupiahs 812,809,692. 
in 1956. In addition to savings capital, reserve capital alone contri- 


%8 Year Book of Agricnitural Co-operation, 2956, p. 281. 
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buted Rupiahs 45,221,279 in. 1955. These figures indicate the emphasis 
laid on savings by the Indonesian co-operatives. 


In the Peoples’ Republic of China, even though co-operative bank- 
ing is subjected to supervision by the Peoples’ Bank, the credit societies 
have tended to increase. ‘‘ In December 1953 there were 9,418 credit 
societies with a membership amounting to 6 million. By May 1954 
the number of the members of societies rose to 26,000.”26 In 1953 
December their share capital stood at £1-74 million, deposits amounted 
to £ 8-63 million and loans issued amounted to £ 9-18 million. 


Loan Policies and Advances 


The extent to which co-operative credit has been made available 
to the farmer vaires greatly from country to country. The highest 
percentage of co-operative credit amounting to £171 millions or 90 
per cent of total agricultural credit is seen in Japan. On the whole, 
the Japanese co-operatives were able to meet 68 per cent of the farmers’ 
productive requirements and 82 per cent of their domestic requirements. 
The marketing turnover of agricultural co-operatives during 1953-54 
was £347 million and 94 per cent of the national trade was handled. 


It is observed that there are practically no bad debts in the Japanese 
co-operatives. The success of their working is due to the method of 
financing and insistence on prompt repayment. The borrowers generally 
sell their produce through the co-operatives and the sales proceeds 
are adjusted against the loans borrowed. Loans advanced are of 
a moderate size of about 100,000 yen (Rs. 1383) and are made on the 
security of the borrower and on one collateral security. Extensions 
of loans are granted when the borrower is unable to repay due to a 
genuine reason. 


In Burma the co-operative department issues government agri- 
cultural advances to the co-operative societies and they in turn lend to 
their members at a higher rate of interest. Co-operative credit in Burma 
appears to be costlier than in many other Asian countires. The 
societies borrow at 6- per cent and lend at 12 per cent and the difference 
is utilized towards their working expenses. The loans thus made are 
required to be recovered soon after harvest. Recoveries of loans have 
been facilitated by the fact that the borrower markets his produce 
through the society, just as in Japan, and also buys his essential consu- 
mer requirements from the stores section of his society. 


** Year Book of Agricultural Co-operation, 1955, p. 195. 
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The Philippine farmer gets short-term loans for crop production, 
and for farm improvement ranging from one to three years, and commo- 
dity loans for consumption purposes from his co-operative. The 
farm improvement loans and commodity loans are also generally 
recoverable in due instalments from sale proceeds of crops. In addition 
to these forms of loans, facility loans for capital expenditure are issued 
directly by the Administration and are repayable in five to ten equal 
annual instalments. 


There has been a substantial increase in the loan transactions of 
the primary co-operative credit societies in India. The loans outstand- 
ing at the end of 1955-56 rose to Rs. 149-96 crores from Rs. 106-09 
crores in 1952-53.2”7_ In the past no attempts have been made to match 
the loan repayments with the income stream of borrowers and this has 
been the weakest point in the loan policy of the co-operatives. Further, 
no difference has been made between short-term needs and intermediate 
needs when loan applications are considered. Loans have been made 
mainly on the basis of securing immovable property and this practice 
has stood in the way of landless tenants having access to institutional 
credit. 


In the reorganized credit structure, adequate provision has been 
made for granting crop loans. And such loans “ may be given in 
suitable instalments instead of a lump at the start’ and “ the loans 
should be given in kind to the maximum possible extent.”’?* 


In Ceylon, it is claimed, that 97 per cent of the loans are made for 
productive purposes and for trade. The size of the loan averages 
about £10 and loans are granted generally against the personal security 
of the borrower. Collection of dues has been rendered easy because of 
the fact that the borrower markets his product through another co- 
operative. One noteworthy feature in the practice of co-operative 
banking in Ceylon is the development of current accounts in some 
of the leading banks. “‘ The strongest and oldest provincial bank, that 
of Jaffna, has total resources of half a million (£) and carried on full 
banking services including current accounts.’’?® 


In Thailand, as in many other countries, co-operative loans are 
granted against two sureties in addition to mortgaging of all the lands 
by the borrower. A tenant farmer cannot borrow at all except by mort- 


27 Statistical Statements Relating to the Co-operative Movement in India, 
Reserve Bank of India, Bombay, 1955-56 p. 1. 
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gaging the property of some other members. Generally, about 60 per 
cent of land mortgage value is granted in the form of a loan and the 
maximum that could be borrowed by a member cannot exceed Baht 
6,000, or £120. The purposes for which loans are made range from 
land clearing to ceremonies. Co-operative loans outstanding at the end 
of the year in 1951 amounted to about Baht 123 million as against 
Baht 38 million in 1947. 


Summary and Conclusions 


Co-operative banking is undergoing a considerable degree of change 
in most of the Asian countries. As a result of reorganization and 
reconstruction a new pattern of co-operative credit institutions is 
emerging. The State has stepped in to revitalize the entire set up. 
In order_to make institutional credit available to agriculture, financial 
help is being given to co-operative banking in different forms in different 
countries. 


In India financial assistance has been in a direct form wherein 
the State becomes a shareholder by subscribing to the share capital. 
In Japan, Burma, Indonesia, Thailand, Ceylon and Malaya, the co- 
operatives derive financial help in the form of direct appropriations 
from the treasury and in the form of tax reliefs. 


There appears to be a break from the orthodox Raiffeisen model 
in most of the countires. The Raiffeisen concept of “ one society for 
one village” is being replaced by larger credit societies endeavouring 
to serve a group of villages. Voluntary management of the societies 
which is becoming increasingly insufficient is being substituted by paid 
mangement. In order to suit the changing conditions, the principle 
of limited liability is being accepted more and more. These deviations 
from the orthodox model are not peculiar to Asian countires. In 
many of the European countries, not excepting Germany, the formation 
of larger credit societies with limited liability is becoming common. 


In spite of the increased State participation in the working of the 
co-operatives, the democratic nature of the institutions has been retained 
in most of the countries, In India, even though it is stated that 51 per 
cent of share capital could be derived from the State, not more than 
one-third of the directors would be its representatives. The moment 
an institution is in a position to repay the contibution of the State, it 
no longer need have even the one-third of its directors representing 
the interests of the State. 
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Co-operative banking still retains its open membership in most of 
the countries. The only exception is China where the membership of 
the credit societies is open to middle and poorer classes. In Japan 
there is a practice of admitting non-farmers as well, as associate members, 
without conferring on them = voting rights. 


The multi-purpose structure of socieites is more predominant in 
Japan, Burma and Indonesia. In India the choice of the policy makers 
has been on the side of single-purpose societies. In the present context, 
the choice for organizing single-purpose societies seems to be appropiate, 
as the talent and ability of the local members in most of the area is 
limited. The “ link-up ” organization, as has been evolved in Ceylon, 
seems to have all the advantages of a multi-purpose society without 
having the complexities of organization and membership of a multi- 


purpose society. 


An important feature that may be seen in almost all the Asian 
countries is an attempt towards strengthening and reorganizing of the 
secondary institutions in order to ensure financial stability. The need 
for increasing the supply of long-term credit is being recognized and 
in India the central banks are required to deal with long-term credit 
also in places where primary land mortgage banks are not existing at 
present. The transactions regarding long-term accounts, however, 
are expected to be maintained separately. 


There has been an increasing trend in the working capital and 
loan volume in all the countries. The main weakness of co-operative 
banking in all the Asian countries, excepting Japan and Ceylon, is the 
lack of adequate emphasis in collecting deposits. In most of the 
countries co-operative banking has essentially been understood to be 
merely an agency meant for granting loans. 


Yet, another weakness of the co-operative banking set up in Asia 
is the absence of a policy of planned borrowing and a phased repayment 
programme. The Asian countries need some kind of a guided credit 
programme in order to direct investment into the desired channels of 
production. There must be a clearer distinction between the short- 
term needs and the intermediate needs of farmers. And loan repayment 
programmes must be geared to the individual income stream in order 
to prevent accumulation of overducs and to fulfil the purpose for which 
credit is obtained. 


Madras K. V. Srt Ram 


REVIEWS 


The Economics of Underdeveloped Countries : By P. T. BAUER and B. S. 
Yamey. (James Nisbet & Co. Ltd., Cambridge Handbook Series). 


Tue aim of the book, as the authors admit, “‘ is not to propose a theory 
of development,” but “ to illumine certain features of the economic 
landscape of the underdeveloped world,” and to appraise “ certain 
aspects of the role of government in promoting economic development.” 
The first part of the book deals with the description of the heterogenous 
characteristics of the ingredients necessary in the development process 
and very critically discusses some of the predominant ideas regarding 
national income, occupational distribution, international demonstration 
effect etc. The author’s contention that capital-income ratio apparently 
seems lower, because the important investments by individual peasants 
in farm and also in livestock are underestimated while its services are 
included in the computation of national income, requires to be given 
careful attention. Mention also must be made of the challenge to the 
thesis of Prof. Colin Clark regarding the occupational structure of 
working force in a developing economy. The authors rightly emphasize 
the large “‘ qualitative evidence of the quantitative significance of so- 
called tertiary production in underdeveloped economies.” {p. 41). 
International demonstration effect, according to the authors, is not 
significant except in the government sector where the desire for im- 
pressive and magnificent structures is more conspicuous. It is true 
that demonstration effects have both beneficial as well as retarding 
effects ; in fact the very idea of development is an outcome of demonstra 
tion effect. Still, an analysis of the import structure of the export 
oriented economies, where large parts of the population live in abject 
poverty, will show the magnitude of ostentatious waste that distinctly 
indicates the legacy of international demonstration effect. But the 
authors have succeeded in clearly pointing out the dangers involved in 
unqualified generalisations about the countries which are conscpiciously 
characterised by “‘ the anachronistic co-existence of the primitive and 
the modern and of the tribal and the individualistic.” (p. 7). 


Part two, though more of an analysis of the role of government in 
economic development, contains at times explicit but quite often implicit 
policy recommendations of these authors. The central thesis of our 
authors can be summarised as follows: the term ‘ economic develop- 
ment ’ means to our authors “ the widening of the range of alternatives 
open to people as consumers and as producers.’ Government is ad- 
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vised to keep, as far as possible, away from investment and should 
better leave the field open to private enterprise. Private enterprise, 
it is argued, will take into account choice and valuation of individuals; 
it is also more susceptible to self-correcting tendencies unlike public 
enterprise where mistakes tend to be cumulative till they are belatedly 
found out. Since there is supposed to be a dearth of entrepreneurial 
ability, the authors deem it desirable to have as small a public sector as 
possible. Compulsory savings are destined a small role and it is also 
felt that inflationary finance has severe limitations in these countries. 
The authors, therefore, ask the government to provide incentives to 
foreign entrepreneurs who can provide an impetus to development 
process. Regarding the investment pattern to be chosen, the authors 
plead for priority to agriculture and even there especially for agricultural 
extension services. The authors do not visualise much gain from reduc- 
tion in rent or scaling down of existing debt ; nor do they expect much 
from cooperation in agriculture. But here too, they would prefer co- 
operative societies to be free of government interference. In their 
opinion, a policy of compulsory cooperation is ‘‘ undesirable and inimical 
to growth.” (p. 227). As for price stabilisation programmes, they have 
little faith in schemes prevailing in the form of statutory market- 
ing boards in countries like Africa and Burma; they think it desirable 
to leave the problem of price-fluctuations to the individual producers 
without any government intervention. Industrialisation is not favour- 
ably looked upon and it is argued that these countries should specialise 
in agriculture for export. Whatever industries are to be developed it is 
better to have small-scale industries rather than large-scale industries 
which are described at one place as “‘ wasteful use of savings”’ (p. 204). 
Although all these conclusions are subject to qualifications and will have 
to be modified depending on the nature of the country under study, the 
essential thesis of the authors is quite obvious. 


Quite naturally, these authors seem to have overlooked the structur- 
es and processes of the past of underdeveloped countries. For the same 
reason they also fail to comprehend the zeal and aspirations of these 
countries for rapid development . It is true that without agricultural 
production, the pace of development cannot be accelerated ; but at the 
same time increase in agricultural production is not the end of develop- 
ment process. In the past these countries did not industrialise for the 
reason of their being colonies. Now, with the “ Great Awakening,” 
these countries’ desire for rapid industrialisation in international set-up 
is quite legitimate. For, to develop at slower rate when the rest of the 
world is moving faster is retrogression, though from these writers’ 
narrow concept of economic development, it will not be so. It is quite 
improper to have a static concept of comparative cost doctrine in their 
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mind when they plead for international specialisation of primary 
products in underdeveloped countries. 


Regarding the role of State, the authors seem to move against the 
current winds. In an underdeveloped country where capital is scarce 
in relation to vast blue prints of investment programmes, what is needed 
is a careful rationing of available capital according to a carefully drawn 
out scheme of priorities. This cannot be left to the short-sighted atomis- 
tic decision of free enterprise. Indivisibilities in organisation, long 
gestation periods, high costs of production, and resultant social benefits— 
all make a sound case for state enterprise in laying down the “ infra- 
structure” of economy. Development has to be envisaged as an inter- 
action of interdependent productive unitsintheeconomy. It cannot be 
a happening of blind forces ; a comprehensive vision of the economy over 
time alone can promote smooth and rapid economic development. As 
the authors rightly point out, there is a dearth of managerial and ad- 
ministrative talents in the initial stages. But the history of Soviet 
Russia and Japan clearly indicates that managerial and administrative 
talents have always responded to the challenge of development. 


Lastly, it should be mentioned that the book runs mainly in qualita- 
tive terms because the authors feel that quantitative method is not 
always more reliable than qualitative analysis. This flight away from 
factual data together with the deliberate omission of the analysis of 
economic development in Soviet Bloc countries, make their arguments 
quite circumscribed. 


Bombay SuRENDRA DAVE 


Labour Problems in Indian Industry. By V.V. Girt. (Bombay: Asia 
Publishing House, 1958, Rs. 18/-). 


Tuts is an unusual book in this field,—a book -with a view-point, an 
integrated approach and a confirmed attitude to labour and labour 
problems. At the same time, unlike a sort of semi-political pamphleteer- 
ing, this is a veritable mine of authentic information on various topics 
covering many countries over and above India. 


It is not just one more text book with up-to-date facts and figures ; 
nor is it an encyclopedic reference book covering all the topics 
included in official reports and annual publications like Indian Labour 
Year Books, for instance. It is definitely a selective approach of the 
trade-unionist in Mr. Giri that gives us long chapters like the following 
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to begin with: (1) Trade Union Movement, (2) Industrial Relations, 
and (3) Labour Legislation. Obviously, we have here an integrated 
publication. His selection of certain themes—‘ Rationalisation,” 
“ Association of Workers with Management,” “‘ National Wage Policy,” 
“* Social Security,” “‘ Industrial Hygiene, Safety and Welfare,” “* Indus- 
trial Housing,” Man-Power Planning,’ Labour Statistics’ and 
‘** Agricultural Labour” (i.e. Chapters 4 to 12) is quite significant. 
These problems are interrelated, not analytically, but as forming the 
central core in the trade union view of labour-problems. These pro- 
blems spring from the evils of industrialisation. Trade Unions are 
expected to meet their challenge by their industrial as well as political 
action. 


At the same time one cannot fail to notice the non-inclusion,—not 
to say his rejection—of certain other problems, e.g. commitment of 
industrial labour, migratory character, turnover and absenteeism of 
labour, workers’ concept of standard of living, his consumption pattern, 
social life and indebtedness, and a comparative assessment of significant 
factors in the uneven growth and strength of trade-unions in different 
centres within India. We can be sure, Mr. Giri is familiar with most of 
these aspects as they appear in various Reports and Studies connected 


with labour. Their complete elimination from this book could only 
spring from his particularised focus on ‘‘ Labour Problems.” 


Moreover, “‘ International Labour Movement,” “‘ A comparative 
study of the Labour Movement” and “ India and the International 
Labour Organization ’—Chapters 18, 14, 15 at the end—are ignored 
in our reference books on Labour and unfamiliar to our text-books so 
far. We are indeed grateful to Mr. Giri for his able treatment of these 
very valuable, though peripheral—aspects of labour problems in India. 


His last chapter, ‘ Retrospect and Prospect’ gives ample evidence of 
his socialist-democratic fervour and faith in the future of peaceful 
adjustment of relations between organised labour and management. 


Such a faith is the essence of Mr. Giri’s approach to Labour Prob- 
lems. It is a faith in the declared goal of Socialistic Pattern of Society 
and in the directive Principles of Indian Constitution ; faith in the 
movement from “‘ evil” to “‘ good ” society and the triumph of human 
relations, also an abiding faith in Indian worker and his leaders, leading 
us all ultimately to the World Socialist State of Peace and Plenty. 


This book is born of such a faith and perhaps it forms the 
important part of his background to the study of labour problems. 
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It is typical of such a faith in the “‘ movement ” that in Mr. Giri’s 
treatment, neither the history and culture, nor the social structure of 
India throw any light on the emergence, course of development, strength 
and weakness of the trade-union organisation in this country as a distinct 
social phenomenon. The belief in the inevitable and universal nature 
of the trade union movement “‘as an answer to capitalist exploitation,” 
and all the rest of his faith gives us the impression that he knows all the 
answers—but in fact he does not even raise any significant socio-cultural 
questions. India has definitely chosen ‘‘ the Socialist Model.” That’s 
enough ! 


‘“* Why workers join Unions ? ’—is a question of absorbing interest 
to a social scientist, but that would be a foolish, if not heretical question 
in the context of this classical theory of the Labour Movement. The 
social background of Indian Labour is thus irrelevant. The word 
“Social” occurs rarely, and there too it is economic “ conditions ” 
rather than “‘ Social ”” —e.g. ‘“‘ Social aspects of rationalisation ” (p.155), 
Moreover, even where the term as well as the content happen to be 
“* Social ”"—the structural implications are completely missing so that 
it is merely one more occasion for the fresh and forceful proclamation 
of one’s faith, rather than raising any problems ;—e.g. in a paragraph 
on ‘ Casteism’ on p. 52. 


We have to face the fact somehow that there are some factors that 
have handicapped the growth of trade union movement in India, but 
the ‘ factors’ listed by Mr. Giri are all political, or more narrowly still 
legal in character. These are the sub-topics (p. 5) under which this 
problem is discussed: Ad hoc associations,” The Indian Trade 
Union Act, 1926,” ‘* Right to strike and lock-out ”’, ‘‘ The Trade Disputes 
Act, 1929,” ‘* Recognition,” ‘‘ Trade Union and Industrial Democracy,” 
and “ Introduction of Politics.” May we not expect something more 
fundamental than this from Mr. Giri? A comparative study of Indian - 
experience is too complicated for the layman. Mr. Giri’s rich experience, 
and his consequent mastery over the necessary data could give us many 
valuable clues to the Indian puzzle, if,—only if, he would use the scientific 
technique of thinking rather than “ doctrines” concerning the labour 
movement. Indian experience—even historical experience—is full of 
instances of unorthodox behaviour, calling for explanation—e.g. the 
emergence of “‘ unionism ” among white collar workers and Government 
employees in the very early stages. We find no pointers in the direction 
of such problems, nor the method of tackling them. We have a legiti- 
mate feeling of being let down. 


248 THE INDIAN ECONOMIC JOURNAL 


We begin to wonder whether Mr. Giri is interested in the “ problem 
solving process ” at all. He does create a hen-or-egg first type of puzzle 
for us,—bewildered as we are by his treatment of “industrial relations,” 
—whether proper machinery or mutual understanding is basic to good 
industrial relations. At the end of much circular reasoning—helping to 
point out others’ sins of commission and omission, we are told, ‘‘ Indus- 
trial relations are nothing more and nothing less than human relations 
based on good will and commonsense (p. 98).” This is a pure precipitate 
isolated from society ; but Social relations are “‘ human” or “ inhuman ” 
only on the margins of dynamic social adjustment ; otherwise, they are 
either conventional, or they are not! Any functioning social organisa- 
tion has a patternised and institutionalised structure. Are not industrial 
relations also a part of the general societal pattern ? 


There are many debatable statements like this if one is preparep 
to discard the “ beliefs’ in some scraps of theories and philosophies. 
Such beliefs in defunct theories abound in this chapter on Industrial 
Relations. ‘“‘ Each party has a strong self-interest in arriving at a settle- 
ment, even though many “ concessions” have to be made” (p. 96). 
Advocating “‘ an earnest trial of the policy of internal settlement of 
industrial disputes, giving freedom to the parties from the shackles of 
compulsory arbitration......”", he reassures us—‘‘ Should employers be 
so ill-advised as to treat such approach as an opportunity for testing the 
theory of the survival of the fittest and to fail to observe sincerely and 
wholeheartedly the spirit underlying the experiment, they will stand to 
lose in the long run even more than the workers, because of the bitterness 
and frustration that a reversion in these circumstances to compulsory 
adjudication must necessarily entail. No one will then be able to 
predict what the consequences will be of so serious a damage to industrial 
relations (p. 94). 


He does treat such topics in both its aspects “ theoretical and 
practical’ ; but both are so mixed up, that it is hard to find out when 
and whether his objection is directed to the theory or the practice 
cocerning a certain machinery. (p. 73). Some 14 pages in the middle 
of this chapter gives tables and analysis of strikes and lockouts. This 
is more than disappointing. It is not interpretation but simple narra- 
tion paraphrasing the figures in the tables, with some historical annota- 
tions. But the index of “ industrial relations ” (p. 91) is a masterpiece 
of lingo combined with naivete. Talking about the indices of industrial 
relations—“* They are also found to be subject to cyclical fluctuations, 
the periods of the cycles during the last three decades being 1927 to 1935, 
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1985 to 1948, and 1948 to 1952. Another cycle has started in 1952. 
If this experience is any guide, it seems that industrial relations in the 
manufacturing industries sector in India, are subject to cycles of 9 to 
10 years’ duration. It is difficult to say at present whether the last 
cycle which started in 1952 will spend itself or whether history will 
repeat itself in the present decade......” 


Quite fairly, it should be pointed out that this is one of the most 
unusual contributions in the study of industrial relations. In the 
absence of a logical chain of events leading to a recurring pattern, 
** eycles ” are as elusive as shapes in the clouds, thrilling the children ! 
There is a lot of economist’s jargon again in National Wage Policy, 
(Chapter 6—pp. 199-229) confusing the concept of Fair wages in the 
extreme, on p. 214. “ Fair Wage” is part of the jargon of welfare 
economies, but it was National Welfare, rather than Labour Welfare 
that guided the Pigovian approach; Consequently “Fair Wage” has 
only a neutral connotation of an optimum allocation of resources. Fair 
wage is neither a fact, nor a direct policy recommendation like “* mini- 
mum wage.” Fair wage is a “‘ relationship ” ;—when it is established, 
it indicates the optimum allocation of resources and nothing more. 
Although Giri uses the words like “ optimum” quite frequently, it is 
not easy to see how the wage-policy he recommends can secure any 
optimum,—particularly when his “‘ man-power planning ”’ is so anemic ! 


In the problems of Agricultural Labour (Chapter 12), we are treated 
to this para. 


“* Nationalisation: This aspect of the problem is interlinked with 
the main problem of agrarian revolution—reorganising and recondition- 
ing the entire agrarian system of the Country. That is to say, in one 
form or another, the trammels of private proprietorship functioning under 
the shackles of individual initiative and dominated by the profit motive 
may have to be substituted soon by a process of rapid nationalisation, 
vesting the ownership of the land in the community for its collective 
benefit” p. 358.—‘‘ That is to say,’””—here is a sad demonstration of how 
our agitators, even the tallest among them are prone to indulge in lot of 
sound (and fury). 


Careful pruning might have reduced quite a substantial number of 
pages and consequently perhaps price too, in the interest of “‘ Students 
of Universities in India,” who might have the greatest utilitarian 
interest in this very informative book. 


Ahmedabad D. P. Panpit 
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Soviet Transportation Policy. By Hunter. (Cambridge: 
Harvard University Press, 1957, pp. 416. $ 8-50.) 


IntropuctiNnG his book as ‘ an essay in economic history dealing with 
transportation in the U.S.S.R. mainly during the period 1928-55,’ 
H. Hunter has made the analytical review at once ‘ a dramatic, historical 
narrative and a case study in national economic policy.’ The ‘ highly 
purposive’ economic policies of the U.S.S.R. designed to meet the 
demands for structural reorganisation of the whole economy, arrayed 
against the formidable forces of environment imbue the study with a 
dramatic interest and the lessons that emerge provide significant clues 
to national economic policies of countries planning for rapid economic 
development. 


The book brings a new perspective to the problems of transporta- 
tion as at every stage, the historical facts are analysed in relation to the 
overall movements of the economy, as a whole. 


The book is divided into three parts. Part I deals with the histori- 
cal and geographical factors forming the basic structure with which 
policies have to be made compatible and a sketch of the governmental 
objectives, determined by non-economic considerations. Part II 
presents an analysis of the observed records regarding the actual opera- 
tion of the railroads, a study of the performance of the sector during 
the period of rapid industrialization, during the crisis in the 1930’s and 
the war following that period. Part III forms the most arresting 
section of the book as it contains a study of the transportation sector 
in relation to the rest of the economy. It contains a glimpse into the 
prospective role of the railroads, and is followed by a neatly-presented, 
lucid summary-evaluation of Soviet Policies. 


The Soviet geographical setting with its adverse resource location and 
unfavourable climatic factors has imposed a formidable task on transport 
development. The Soviet policies have been influenced by the political 
goal of ‘ building socialism,’ the policy of autarchy and of promoting a 
geographically even pattern of development. However, as Hunter 
points out, the autonomously determined policies, themselves have had 
to yield to the forces of objective economic environment. Though it 
cannot be denied that the powerful institutional vehicles quickened the 
pace of industrialization, the problems and the policies of the era of 
rapid industrial development appear ‘as a matter of historical contin- 
uity rather than doctrinal innovation.’ This fact heightens the cogency 
of their experiences to other countries persuing planned economic 
development. 
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The transportation crisis of the early 30’s seems to have arisen as a 
result of hectic industrial activity, especially with the setting-up of the 
‘ Ural-Kuznets Combinat’ and a shortfall in investment on transport 
at.a time, when demand for transport facilities was mounting contin- 
uously and heavily. Hunter points out that a more foresighted policy 
and timely investment in adequate amounts would have averted the 
crisis in time so as not to have impinged upon the pace of development. 
The essential feature of the crisis was, that it was focussed on certain 
strategic points on the railroad system, where backlogs of unshipped 
freight accumulated. The efficient way in which the crisis was surmount- 
ed forms a fruitful study. The crisis was overcome through a combina- 
tion of capital-improvements and pronounced gains in operating effi- 
ciency. The improvements of the railroad net-work were planned 
selectively in response to the impact of traffic demand, 


The Soviet rail-road operations in the post-war period are marked by 
immense improvements in operational efficiency, expansion of invest- 
ment and economically-justified operating practices. Intensive use of 
native power and rolling stock, together with a labour-intensive pattern 
of resource utilisation (as compared to the more capital-intensive 
American pattern) was responsible for a gradual decline in capital-output 
ratio in the transport sector. Considering the ‘ catching-up’ process 
and the increasing efficiency of the Soviet transport sector, the author 
arrives at a conclusion—‘ one of respect rather than complaceny.’ 


Hunter then proceeds to discuss the problem of inter-carriage 
relations. He does not feel confident about the prospects of developing 
the waterways, though some of the Soviet economists would prefer 
to differ from him on this point. This discussion is followed by a study 
of ‘ the quantitative heart of the problem ’—commodity-components of 
freight and also a study of the trends and prospects of passenger trans- 
portation—the latter is considered to be of secondary importance in 
U.S.S.R. Part III of the book forms the most enlightening section 
since it represents railroads as a sector of the entire economy. An 
account of costs and revenues is followed by an analysis of traffic- 
output relationships. The study of growth rates and the relationship 
between traffic and output serves two purposes—as an evaluation of the 
past policies and as a useful toolin planning. Hunter, following the lead 
given by Blackman in his pioneering article in ‘ Soviet Economic 
Growth’ has carried further in time the relationship between the physical 
volume of industrial production and physical volume of freight traffic. 
The results reveal a systematic relation between the two aggregates and 
extrapolation of the traffic-output ratio gives a figure for freight traffic 
in 1960 which seems to be fairly consistent with the planned target. 
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This chapter is a contribution to the technique of planning and gives a 
method by which transport requirements could be estimated from the 
growth rates of output. 


Chapter 14 deals with ‘ some theoretical considerations,’ which arise 
in a centrally-planned economy. The partial equilibrium theory of 
location of the market economy is replaced by ‘ the larger problem of the 
research for suitable guidelines to govern future growth, involving large, 
integrated, expansion programmes.’ (p. 264). Hunter indicates the 
various problems involved in such an integrated approach—the problem 
of reconciling production cost and transport cost minima, the problem of 
determining the optimum volume of transportation capacity that will 
provide adequately for transport demands without imposing a heavy 
levy on scarce investible sources, the problem of placing valuation on the 
non-economic determinants of the cost function etc. Imposed on all 
these problems are the institutional limitations of centralized co-ordina- 
tion. 


Notwithstanding the extreme intricacies of formulating theoretically 
sound policies, a candid appraisal of the Soviet policies, given their 
fundamental objectives, suggests that ‘they have found a rational 
middle ground’ between the conflicting forces at work (p. 277). The 
general policy of restricting the expanison of transport facilities and the 
volume of freight traffic in favour of rapid growth of heavy industry 
has been successful on the whole, allowing for the initial mistake that 
led to the crisis in 30’s. The policy of retreating to the depth has proved 
to be pragmatically sound in view of defence considerations. Hunter 
concludes, therefore, that the Soviet policies were well designed to meet 
their environment ’ (p. 278). 


Considering the probable increases in traffic-output ratios in future, 
the need for dispersion of economic activities (concurring to locational 
discrepancies of resources), the continuance of the present decline in 
average capital-output ratios in the railway sector and the present rate 
of investment in transport, Hunter maintains that the transport sector 
will not prove to be a retarding influence on the industrial expansion 
of U.S.S.R. in the next decade or so and that the transport sector will 
not have to make larger percentage demands on the national pool of 
investible resources than hitherto. 


The Soviet policies during the period of rapid industrialization 
provide significant lessons for other countries embarking upon planned 
development. As Hunter puts it, ‘‘ Through geographic, climatic and 
inherited factors differ, “‘ the timing issues that arise in a growing econo- 
my are substantially universal’ (p. xxii). 
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The first lesson seems to be that inadequate attention to freight 
traffic capacity can lead to bottlenecks that will inhibit the growth of 
the economy. The transportation crisis of 30’s in the U.S.S.R. is a 
substantial proof that ‘a policy of concentrating narrowly on heavy 
industry neglecting the timely enlargements of transportation facilities 
and demanding impossible performances from the personnel and equip- 
ment on hand can lead to a crisis in the functioning of the economic 
system ’ (p. 272). Not only adequate expenditure is to be incurred but 
it has to be well-timed, too. Even a marginal addition to capacity 
would have averted the crisis if it were planned in time. 


The Soviet experience in building up an effective transport system 
provides an instance of a two-pronged attack on the problem based upon 
improved gains in efficiency in operating existing equipment and expan- 
sion of capacity. There has been a tendency on the part of the planners 
to relegate the transport sector in the background on the plea that the © 
capital-output ratio in the sector is forbiddingly high. The experience 
of the U.S.S.R. proves that there is substantial scope for lowering capital- 
output ratio through intensive utilization of capacity and a more labour- 
intensive pattern of investment, in view of capital scarcity. 


The Soviet experience in locational policy indicates that speed of 
industrial development and geographic dispersion of economic activity 
appear to be inversely related in the short run. It is the task of the 
planners to strike a balance between the needs for rapid development and 
growth of underdeveloped regions. The Soviet experience indicates 
that whereas the pursuit of grandiose schemes of large scale industries 
proved to strain excessively the carrying capacity of the railways, the 
policy of regional self-sufficiency created only illusory transport econo- 
mies affecting production adversely. 


Hunter’s statement that ‘nationalised transport facilities and 
centralised planning of transportation activities have not so far proved 
to be successful means for organizing smoothly functioning, unified, 
transportation system’ does not seem to be well-supported. He does 
not elaborate on this point and his only argument is that ‘ co-ordinating 
integration of multi-carrier operations faces several difficulties that 
cannot be eliminated merely through political changes in ownership. 
However, he concedes that ‘ there is clearly much progress to be made in 
this sphere in the U.S.S.R. and in the U.S.A.’ (p. 276). Hunter else- 
where has recognized that great strides in operational efficiency made 
by the sector were possible because of efficient organization and has 
also evinced satisfaction about over-all policies adopted in relation to 
environmental necessities. Hunter could have been more explicit on 
this point. 
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This dispassionate and objective study has immensely succeeded in 
presenting an integrated account of transportation problems andis a 
delightful ‘ excursion into geography, technology, ideology as well as 
economics of transportation.’ The readers cannot but appreciate the 
candid approach of the author, based upon a penetrating analysis of 
factual data. The book, will no doubt evoke interest in similarly 
integrated studies of the problem in context of other countries. 


Bombay Miss CHANDAVARKAR 


Method and Foundations of Social Science. By Guipo MENEGAzzI, 
(Italy : Institute of Economics and Finance, University of Bari, 
1957. pp. 122). 


To any one familiar with publications from the English speaking 
countries, the book under review is a bit out of the way in many respects. 
The ‘ contents’ are called ‘index’ and put at the end of the book. 
The language and style are highly involved as compared with books 
written originally in English—the length and round-aboutness of the 
sentences, the words and phrases used and the highly metaphysical 
ideas introduced. To quote two random instances : ‘‘ The constructive 
and destructive processes and the progressive and regressive processes 
of the endogenous equilibrium keep within clearly defined limits ; and 
the negative conditions are progressively compensated by positive 
elements ; whilst the esogenous equilibrium consists of multiple inter- 
current connections...... * (five more lines go to complete the sentence... 
p- 11) or “ The integration of the syntropic with the entropic composes 
the subjective vital dynamic equilibrium ; this has limits beyond which 
the disintegration of the subject is brought about...... ” ete. (p. 23). 


A simpler and more direct translation would have enabled clearer 
understanding of the work and enhanced its value. The book, moreover, 
is more metaphysical than sociological and is not strictly a book on 
methodology as the title would suggest, (p. 5) or as understood in Anglo- 
American literature. It is also a little emotional bringing in 
Christianity, anti-Communism and so on (pp. 119-120). 


But it is possible to trace some new ideas in Prof. Menegazzi’s 
book. The author’s ‘ new sociological method’ claims to adopt a new 
survey technique, comprising (a) “‘ observation, analysis and synthesis, 
conducted alternately on four fundamental aspects of social reality ; 
the objective, the subjective, the causal, the finalistic aspects which show 
us the reality in its entirety ;” (b) “‘ a technique of revealation which 
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goes from the simple to the organic, or from micro-sociology to macro- 
sociology and which takes place on planes constituted by general 
categories of elements, motives, values ordered heirarchially in subjec- 
tive spheres which outline the vital courses of the subjects ;” (c) “ an 
experiment based on the coincident bipolarity of the subjective equili- 
brium with the objective and on the integration of the entropic with 
the syntropic ; direct, indirect or conceptive experimentation permitted 
by the duplex dual process.” 


In simpler words, Prof. Menegazzi suggests that in the first phase 
of the survey qualitative aspects such as motives may be considered 
prior to the observation and analysis of the quantitative aspects. Next, 
the elements may be arranged in categories defining their fundamental 
order ; and finally, take up the analysis of the relations between elements 
and motives. This procedure would enable outlining “ technically the 
heirarchial conditions of the social values.” The method claimed to 
have been utilised by the author for over two decades is termed ‘ method 
of duplex duality ’ and is supposed to define the synthesis and to help 
to outline ‘ the general laws of social reality,’ the deductive method 
aiding in deriving the general principles and the inductive one in 
measuring quantitative data. 


Except in terminology and in its metaphysical presentation, this 
approach is similar to the current scientific procedure of observation, 
hypothesis, analysis and synthesis. But Prof. Menegazzi lays greater 
emphasis on subjective aspects and “ ethic-political values ” in analys- 
ing society. This emphasis lead him to the technique of integrating 
the cause and the result and the objective and subjective elements.(p. 26) 


In short, the author’s two basic ideas are the need for greater 
attention to the qualitative aspects of social life and to the synthetic 
or aggregative view of the problem. This, in fact, presents the basic 
difference between the Anglo-American and the Continental outlooks 
on social science research. For a long time and particularly during the 
last four decades, the Anglo-Americans have approached research in 
Social Sciences from a quantitative, analytical angle. The attempt to 
adapt experimental techniques and the use of statistical tools leading 
to the growth, e.g., of econometry and sociometry, are the result of this 
outlook. The Continental, on the other hand, has stood for the quali- 
tative and synthetic approach. 


Prof. Menegazzi believes that physical sciences have restricted 
research to the principle of mechanistic causality, surveying “ pheno- 
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menal analogies and brief relation of interdependance between the 
analogies themselves.’ These “ positivists ’ in social sciences do not go 
beyond “ social physics”’ but consider social organisation and its func- 
tions as the result of the ‘ mechanistic evolution’ of the forces. With 
the development of the experimental technique and in the name of its 
conquests, ‘‘ the constant laws of society were denied ” and the principle 
of finality excluded from the scheme of science (p. 69). This initial 
error in method—“ relating to a social mechanicity ”’—gave rise to 
different social sciences, without a common basis, turned the heirarchy 
of values upside down and substituted psuedo-social values for moral 
values. (p. 45). 


Prof. Menegazzi, therefore, attempts to derive some basic, universal 
laws of society. He develops the “ organic-vital sociological method,” 
and “‘ the unitary co-ordination of sociological sciences,” so as to arrive 
at the “‘ basic laws of the social sciences.” (p. 39). Every branch of the 
social sciences surveys on particular planes and synthesises its experi- 
ence. These phases of research should be integrated so as to derive 
the common basis of social sciences and convert particular syntheses 
into general ones, as these sciences have an organic unity on account of 
their common origin. This objective, according to Prof. Menegazzi, 
can be attained by employing his organic-vital-method dealing with 
social phenomena from four different angles—objctive, subjective, causal 
and finalistic—each leading “‘ towards a vital dynamic equilibrium ” 
and defining human values, in terms of “ ethic-political values ” (p. 57). 
The author claims : “ The chain of social phenomena does not break 
between the physical and the metaphysical world.”...... ** Thus are born 
the presuppositions of a new social science, with its own laws, consti- 
tuting the coordination between the world of matter and the world of 
man.” 


Prof. Menegazzi’s book raises five distinct issues : three relating 
to the fundamentals or philosophy of knowledge and science, and two 
relating to the narrower problem of methodology. The philosophical 
issues are: (1) that there is no break between the physical and the 
metaphysical worlds i.e., between the physical and social sciences ; 
(2) that there is a ‘principle of finality’ underlying all sciences; and 
(3) that a ‘ new social science ’ emerges as a result of synthesising the 
analytical attempts at studying scoiety. The purely methodological 
issues are : that (1) a qualitative and subjective approach and (2) a 
synthetic or aggregative view are needed in studying society, and that 
a more analytic and micro methodology would be inadequate. 
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While the actual contribution of this book to the technique and 
method of social sciences may not be much, Prof. Menegazzi has done 
a great service in raising the more basic issues of the philosophy of 
Social Sciences, particularly at a juncture when the micro-analytical 
techniques of the physical sciences are overwhelming the social 
scientist and forcing him to accept the philosophy : “Equilibrium is 
just equilibrium.” 


Madras M. H. Gopau 


Nationalisation and the Managerial Role. A Theoretical Study : 
By J. V. S. Rama Sasrri, (Bombay: Popular Book Depot, pp 119. 
Rs. 6). 


Tue contents of this little book belie its title. There is more in it than 
what catches the eye. The author rejects Burnham’s rather narrow 
explanation of the managerial role in business. The managerial function 
is basic to modern industry. It is a complex process related to techno- 
logical development. It is not merely the management of the factors 
of production. It is commonplace to observe that the government of 
a country can be ruined by faulty administration. The ends of natio- 
nalisation too, the author empasizes, can be wrecked on the rocks of 
malmanagement. The twelve English Managing Boards studied in 
this book reveal that their composition is heterogenous in character- 
not always helpful for good management. The often-quoted statement 
that the men who run the nationalised industries are precisely those who 
ran it before nationalisation is not quite correct. In India, the Public 
Corporation is not provided with effective freedom from government 
influence. This is a hindrance to efficiency. The author points out 
that the Road Transport Department of Hyderabad State has the 
Home Minister as its Chairman. Most of the members are outsiders 
to the industry. ‘If the idea of the public corporation is that it is 
free from Government influence and control, the use of the system for 
the R.T.D. as it is, is not justified What really counts is not 
the naming of an institution as a public corporation but the traditions 
of the government clutches on its activities.” The tendency to bring 
in civil servants who have no experience of the job is a very unhealthy 
practice. Ministerial ‘ control’—through these civil servants—can 
cripple initiative and therefore good management and defeat the very 
purpose of nationalization. The Higher Civil Servant comes from a 
different tradition, a different atmosphere and has a different attitude. 
The managerial role requires other qualities which the civil servants may 
not possess. 


258 THE INDIAN ECONOMIC JOURNAL 


These problems are all very interesting and vital to the study of 
public administration to-day and they are dealt with ably in this little 
book. It is refreshing to find it free from the jargon that is so common 
in books of this type. The book would be extremely useful to students 
of Public Administration. The price is reasonable and the production 
values good. The publishers should be congratualted on this. 


Bombay S. P. 


The Evolution of Wage Structure. By Ltoyp G. REYNOLDS AND CYNTHIA 
Tarr. (New Haven: Yale University Press, Oxford, 1956 
pp. xii-398. 40s.) 


StupEnts of contemporary wage theory must no doubt have been 
dismayed by the remarks of E.A.G. Robinson who in a cryptic summary 
of the divergences at the International Economic Conference at Seelisberg 
in 1954 compared them to the desperately critical stages that are 
generally reached in wage negotiations.! While this Conference showed 
that the theory of wage determination is still in a stage of flux it will be 
conceded that the two main characteristics that were deemed to have 
developed in the last 30’s and 40’s are now being increasingly given up. 
In these two decades (1930's and 1940's) that followed Hicks’ classic the 
twin tendencies of emphasising (i) the new role of money-wages (wages 
and employment) and (ii) the relegation of wage theories to ‘Labour 
Economics’ made the theory of wage determination much more than 
an economic theory and a veritable dichotomy came to exist between 
the “ economic foundations’ and the social foundations of a wages- 
policy. The present work. however, must be regarded as an 
outstanding instance of taking the bull by the horns when it seeks to 
survey “how far in a particular economy, the results of individual 
responses in the labour market have been modified by group behaviour 
especially through a study of the movement of relative wage rates 
for different occupational levels, industrial categories, geographical 
areas over a substantial period of time.” It is a work that has 
grown out of more than a decade of inductive analysis (so forcefully 
stressed by Douglas almost on the morrow of Hicks’ work). 


The book is divided into two parts ; but while mainly concerned 
with a level of wage analysis midway between the individual firm and 
the general level of money wage-rates, it continually poses key questions 


1 “They had moved on from statement of claims to an attempt to reach agree- 
ment and settlement. However, they did not want to reach agreement where there 
was no agreement.” 
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(summarised on pp. 352-354) for the general theory of wage determina- 
tion. The first part is devoted to a detailed analysis of how the wage 
structure has grown in four widely differing industries in the U.S.A. 
viz., (i) Rail Road, (ii) Iron and Steel, (iii) Cotton Textiles and (iv) Pulp 
and Paper. The second (Chapters 8-12) studies the evolution of national 
wage structures in France, Sweden, Great Britain, Canada and the U.S.A. 
emphasising the varying influences on wage determination in each of 
them of trade unionism and collective bargaining and of the role of 
Government. It is note worthy that the period covered in both the 
parts is approximately the same—two decades—though. in the case of 
Great Britain and U.S.A. figures are carried as far back as 1900. 


In the first Part after describing briefly the peculiarities of union 
and employer organisations or the characteristic of each industry, 
the authors survey the nature of wage movements (the several wage 
differentials we have already named) and arrive at a number of empirical 
generalisations about these influences on its wage structure. Thus in 
the case of Rail Roads “ National bargaining and government inter- 
vention re-shape the diverse demands of individual unions and 
produce a uniform result at the end ” (page 23); in the case of cotton 
textiles ‘‘ collective bargaining has clearly had a substantial effect on 
wage relationships in New England”; (p. 97) ‘‘ Unionism has been 
a primary force in bringing about a substantial narrowing of occupa- 
tional differentials in the (Pulp and Paper) industry ” (p. 161) ; on the 
other hand, in the case of Iron and Steel “‘ collective bargaining does 
not seem thus far to have.had a marked effect on the level of average 
hourly earnings in steel relative to those in other industries ” (p. 65). 
These surveys are brought together in Chapter 7 for general appraisal 
of the influences of non-union and union labour markets on the various 
differentials and it concludes “‘ The countries with the strongest union 
movements appear to have a wage structure which is more orderly and 
defensible than the wage structure of countries where unionism has 
been weak”. 


From these we proceed, in the second Part to a study of the national 
wage structures. Thus parallel case studies of five countries represent 
different institutional situations—France, standing out as one in which 
wages are most deliberately and centrally controlled—while Canada 
and U.S.A. are those in which market responses have a more or less 
full sway. Each of these surveys examines the wage determining 
mechanism of the country and proceeds to consider the behaviour of the 
various differentials. But of greater interest to us here is the final 
Chapter : ‘“‘ The Dynamics of Wage Structure.” It is an essay on the 
evolution of wage structures over a long period and goes far beyond the 


findings of the two parts. It raises a number of meaningful questions 
arising out of the inductive studies : Are there natural economic tenden- 
cies in the evolution of national wage structures ? How does the growth 
of collective bargaining affect the various dimensions of wage structures ? 
Does strong unionism make for a general levelling of wage differentials ? 
To what extent is wage structure shaped by individual worker and 
employer decisions? What are the implications of these on wage 
theory and wage policy? 


There is an impressive modesty throughout the work and this as 
well as space would prevent the authors from propounding firms answer 
to all thes queries ; but they do conclude “ the constructive course is 
to accept administered wage structures as inevitable ; to work away 
at developing improved criteria for wage administration; to learn 
from and occasionally to instruct, the private and public administrators 
through whom—and only through whom—economic wisdom can be 
made effective.” For students of the wage problem this work may 
not have forged new tools, but the authors have in a very great mea- 
sures succeeded in extending the use of our tools over the whole field 
of relative wage rates. 


Bangalore M. C. Munsui 


The Economics of Sir James Steuart. By S.R. SEN. (London: London 
School of Economics & G. Bell & Sons Ltd., p. 207. 25 Sh.). 


Any one who reads both Sir James Steuart and Adam Smith will no 
doubt agree with the verdict that the latter writer was deservedly 
more popular and it was quite in the fitness of things that he exercised 
very great influence over the course of development of economic ideas. 
But the utter neglect to which Sir James Steuart’s writings fell in 
subsequent periods is also totally undeserved. A part of the explana- 
tion was that he was out of tune with the period when it was essential 
that England should adopt free trade, rather than state control, even 
the best version of it, in the interest of rapid economic development. 
Partly this was also due to the fact, as Dr. Sen has pointed out in so 
many places, that a number of his economic ideas was much ahead of 
the prevailing opinion of his times. This is the price which all advanced 
thinkers have paid for the audacity and brilliance of their ideas. Dr. Sen 
has done the right thing by reviving our interest in the writings of Steuart. 
It may be that times are now more suited to the appreciation of many of 
his ideas of state control and direction as also on monetary theory and 
bank credit. To us in India Sir James Steuart’s writings are of special 
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interest as they contained his critical observations on the state of 
currency and trade in Bengal during the early British period. It is 
interesting to know that Steuart’s prescription for the currency evils 
from which Bengal was then suffering included a provision for the setting 
up of a Bank on the model of the Bank of England with Shroffs as 
shareholders; charged with the duty of issuing paper currency notes, 
a proposal which was to bear fruit at the end of more than one and half 
century. Another of his fruitful suggestions was the preparation of 
a Doomsday Book on the basis of a detailed survey of the land and the 
collection of rent direct from the occupier. Had Lord Cornwallis follow- 
ed this advice instead of the steps that he took for the reform of the land 
tenure system of Bengal, many of the difficulties experienced by the land 
revenue administration of this state could have been avoided long ago. 
These are just two instances of his keen insight into the working of the 
economic system. While one readily agrees that steuart’s “‘ eyes were 
turned in much the same direction as Keynes’, it would, however, be 
reading too much into the written world to say that “in Steuart’s 
‘ready money demands’ there is an element of ‘ liquidity preference ’, 
in ‘dissipation’ something in the nature of ‘ propensity to consume’”’, 
(pp. 102-8). In any case time has come for us to re-read Steuart, whose 
writings have been analysed so ably by Dr. Sen. Steuart is the most 
modern among the mercantilist writers (a la our present standard), 
in his presentation of the theories of money and credit and in his advocacy 
of the fiscal policy for influen¢ging the economic system. His tools 
were no doubt imperfect and the style of his writing was in many places 
difficult and obscure. But as we are no longer so aghast at the system 
of a controlled economy advocated by Steuart, and as it seems that 
there are few things that are new even in respect to the problems of 
such a controlled economy, it would be befitting the times if the states- 
men and the economists took a sustained interest in Steuart. Dr. Sen 
has done a valuable service in rescuing him from oblivion and in provid- 
ing us with such a lucid and brilliant exposition of the essential ideas of 
Steuart. 


Calcutta S. N. Sen 


Immigration to Israel 1948-1958. By Mosue Stcron (Falk Project for 
Economic Research in Israel and Central Bureau of Statistics, 
Jerusalem, August 1957). 


Tuts book by Mr. Moshe Sicron is a valuable study on the immigration 
of Jewish people to their long cherished ‘‘ Home land’ before and after 
its realisation in the shape of a free State of Israel in 1948. In the 
annals of modern international immigrations, there can hardly be found 
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any parallel of comparable scale and intensity as the immigration to 
erstwhile territories of Palestine. The book relates within a brief 
compass the moving saga of Jewish people’s immigration converging 
on Israel from various continents in a short period of seventy years 
and comprising of social groups bearing different characteristics in 
regard to sex composition, marital status, age structure, educational 
standard, and occupational pattern. 


The main object of this book according to the author “ is to present 
in a systematic way and to analyse the large body of statistical data that 
has accumulated on the composition of immigrants to Israel.”” But the 
work has transcended this self-imposed limitation, and had over- 
reached the confines originally designed. The book, in fact, presents 
a factual study of changes brought about in demographic characteristics 
of the “veteran population’ by the “ waves of migrants’ assuming 
cyclical pattern in frequency and volume since 1881. This cyclical 
pattern may be considered a characteristic feature of Jewish immigra- 
tion, the pattern of which had largely been determined by such extra- 
neous factors as the revival of Zionist movement (lasting over 1882- 
1903 and 1904-1914), the encouragement to the idea of ‘ Jewish home 
land’ given by Balfour Declaration (in the post 1919 period), the 
persecution of Jews under anti-Semetic measures in Poland and Nazi 
Germany (in the post 1930 to the end of Second World War) and the 
existence of adverse economic conditions in the post (Second World) 
War ear in European and Asian countries. Each immigration wave 
originated and accelerated from the operation of single or combined 
extraneous factors, possessed its own peculiarities and led to the enlarge- 
ment of several haterogeneous groups with a corresponding shrinkage in 
proportion of the native-born population. By and far, the earlier 
immigration waves differed considerably both in regard to composition 
and continental origination from the latter waves that followed the 
attainment to statehood of Israel. The early waves consisted predomi- 
nantly of persons of working age, i.e. of age ranging between 15-59 
who constituted 76.8 percent of the total immigrants (during 1928-1948). 
compared to 64.1 precent (during 1948-53). As much as 42.9 per cent 
were unmarried females and most of them belonged to the age group 
of 15-39. The proportion of immigrants in the labour force was (on 
an average) 80.0% during 1928-48 which declined to 67.1% during 
1948-53. Owing to unattached nature of migrants, the average size 
of family was 2.9 during the mandatory period, which increased to 
3.3 during 1948.53. The pre—1948 immigration was mainly European 
in character, as Europeans accounted for 87.7 per cent of the total 
immigrants, with immigrants from Asia accounting for 9.7% and from 
Africa 1.0%. 
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In the post-Statehood period, the volume and intensity of immigra- 
tion increased ‘considerably constituting as much as 81 per cent of 
population increase between 1948-53 which is very similar to 82% of 
population increase that occurred during the third and fifth immigration 
periods. The population-increase on account of natural growth was, 
however, 19%. Immigration from Asia and Africa assumed significance 
during this period as 35.8% and 15.4% of total immigrants came from 
Asia and Africa; with immigration from Europe accounting for 48.6 
per cent. While the working age population showed a decrease, 
population in smaller age-groups of 0-4 and 5-14 showed-a considerable 
increase to 28.6 per cent compared to 22.3 per cent prevailing during 
1928-48. This inevitably had resulted in imposing mcreased burden 
of non-earning dependents on earning members, the ratio of dependants 
being 40 and 75 per 100 working persons in respect of European and 
Asian immigrants respectively. The Sex-composition indicates an 
excess of males over females in the age-groups from 0 to 29 in case of 
immigrants from Asia and Africa. The deficiency in proportion of males 
to females was found in the age groups of 14-29 in case of immigrants 
from Europe and in case of Asian and African immigrants in age- 
groups above 80. There, however, exists an excess of males in age 
groups above 30 among European migrants. This imbalance in the 
sex composition of European migrants has ensued probably from 
their desire to escape from total extermination and in the case of Asian 
and African immigrants from the operation of selectivity in immigration, 
The proportion of unmarried persons among both the sexes has been 
generally high, with proportion of widowers showing variation from 
0.2% to 22.19% among age-groups of 20 to 74. The mass migration 
from Europe had led to immigration of high proportion of attached 
migrants, accounting as much as 77.39% per cent compared to 72.8% 
of attached immigrants from Asia and Africa. In the population 
belonging to age-group of 15-64 and participating in labour force, 
only 49.0% on an average were gainfully employed with males account- 
ing for 85.6 per cent and females 14.1% of the aggregate gainfully 
occupied population. The proportion of earners increased from 65.9% 
to 73.0% between 1950-52 among European immigrants and decreased 
from 46.5% to 44.4% among Asian migrants, and from 52.4% of 45.2% 
among Africans, the chief reason for the decrease being the pre-ponde- 
rance of non-earning dependants, particularly, women. 


A striking feature of immigration to Israel is the migration of 
non-agricultural labour both during the mandatory and the post- 
Statehood periods and in this respect differs from the other modern. 
immigrations consisting of migrants largely drawn from agriculture or 
rural industries. These immigrant workers occupied in agricultural 
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and non-agricultural occupations accounted for 14.9% and 85.9% during 
1919-1947 and 5.2% and 94.8% respectively during 1948-1953. As the 
existing distribution could not conform to the developmental needs of 
Israel, a large number of workers had to change their occupations; the 
proportion of such workers has been estimated to vary from 50 to 70 


per cent. 


The study thus reveals the diverse facets of the immigrant popu- 
lation which has now adopted Israel as their land of fate and fortune. 
Although, the main objective of the study is to enquire into the growth, 
the growth-rate and composition of immigration, it largely concerns with 
the objective discussion of aggregatechanges produced in population 
structure by the immigrated population. As a result, the study deals 
with the assessment of dynamic factors involved in the determination and 
consequences of the immigrant population to Israel. The assessment of 
the structural changes resulting from the operation of various historical 
economic and social factors is, however, accomplished by the adoption 
of two distinct approaches. One approach relates to the comparative 
analysis of trends perceptible during 1948-1953 i.e. since the attainment 
to statehood of Israel with the trends prevalent during the mandatory 
period (1919-1947). The other approach concerns with the sifting of 
trends related to migrants immigranted during 1948-1953 and its 
comparison with the trends of the “ veteran” population. These two 
approaches have been maintained in the discussion of demographic 
features of the immigrated population classified both continent-wise and 
sex-wise. 


The most remarkable fact about the study is its consistency in 
approach, and integrated presentation of the subject. The study esta- 
blishes an appropriate co-relation between the age-structure and the par- 
ticipating labour force region-wise and also between the marital status 
and the non-attached type of immigration. Much of this correlation is 
evidently due to careful collection, revaluation and judicious appraisal 
of the data drawn from different sources. The classification of population 
by the country of birth adopted for the purpose of determining the 
volume and intensity of immigration from continents of origin, does 
not seem to affect the main demographic characteristics, as the same 
data has been checked and verified. Besides, the study does not show 
even slight variations on account of large-scale influx of illegal immi- 
grants from Europe and Asia who entered the country without proper 
registration. The co-relation established between different demographic 
factors facilitates the appraisal of demographic characteristics in proper 
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perspective. This makes the study all the more valuable, and a perfect 
model for studies on similar subjects. 


This book, indeed, makes a valuable contribution to the study of 
international migration. If immigration to the new virgin countries 
of the U.S.A., Canada, south America and Australia was determined 
largely by the expanding economic opportunities and the incentives 
offered by the erstwhile colonial Governments, the immigration to 
Israel was largely a consequence of anti-Jewish sentiments and adverse 
political and economic conditions prevailing in Europe, Africa and West 
Asia. While, the main stream of immigration to Canada, U.S.A. or 
South America was more or less homogeneous and originated in parent 
countries which governed these territories, the immigration to Israel 
comprised of multi-nationalities possessing varied ethnic, racial and 
linguistic characteristics, but forged in unison by a silken bond of one 
common religion, namely, Judaism. Moreover, whereas the phase of 
immigration had varied in duration spreading over a century and a 
half in case of Canada and'less than eighty years in case of Australia, the 
main bulk of immigration to Israel lasted just over thirty years between 
1924 and 1955,— the phase characterised by increased intensity and 
volume. The immigration to Israel is remarkable for the tremendous 


social mobility displayed by a community under political duress, social 
oppression and emotional urge to create an ‘ homeland’, 


While the study reflects social mobility of the Jewish Community, 
it does not shed much light on the process of integration and assimila- 
tion between different migrant groups in the country. The study, 
nevertheless, points to the existance of cultural cleavages, and to the 
gradual change occuring in respect of family side, marriage habits, 
age and family structure. 


The study refers to the type of problem created by the dispropor- 
tionate supply of non-agricultural labour on the labour maket of Israel. 
As much as 76-9% of the non-agricultural labour force consists of 
skilled and specialised labour, which does not conform to the needs of 
Israel’s economy, and consequently remains under-utilised. This 
under-utilization indicates the existance of a vast-repository of technical 
and skilled labour and also the capital resources brought here by the 
immigrants and available for economic and industrial development of 
Israel. The two pre-requisites of rapid economic growth viz. social 
mobility and availability of skilled personnel and capital resources are 
thus initially present. In the short-run, Israel seems to present a 
paradox of under-employment of abundant technical and capital 
resources available in the economy. This situation provides a sharp 


J 

‘ 


contrast to the situation existing other in countries of the region which 
suffer chronically from excessive shortage of technical and capital 
resources, and from under-employment of such resources as are available 
in the economy. 


This book (along which is issued a statistical supplement consisting 
of 105 tables) makes a valuable contribution to the knowledge of 
international movement of population with particular reference to 
immigration to Israel. 


Bombay P. Y. CHINCHANKAR 


Our Economic Problem. By P. A. Wapta anp K. T. MERCHANT. 
(Bombay : Vora & Co., Publishers Private Ltd., 1957. pp. 825). 


THE eminent geographer Professor Spate once remarked -‘ among 
ruminant animals, writers on Indian affairs form a special class ; some 
refreshing exceptions apart, they chew over and over again the cud of 
Royal Commissions, Tariff Enquiries, Gazetteers and the like. How- 
ever rich the original material, nutritional returns soon diminish.” 
Wadia and Merchant’s “‘ Our Economic Problem ”’ is certainly a refresh- 
ing exception and makes a delightful departure from the traditional 
path of writing Indian Economics. This scholarly book once repre- 
sented a bold new approach to Indian economic problems and presented 
in a neat manner the cream of Indian Economics. For more than a 
decade Wadia and Merchant’s brilliant book served asastandard work 
of reference and guided both students and research scholars. The 
first edition was published in October, 1943 and the latest edition 
(fifth edition) came out in November, 1957. During these fourteen 
years we witnessed big, kaleidoscopic changes which brought political 
freedom and dynamised the familiar pattern of our economic life. 
Professors Wadia and Merchant were, however, unperturbed by the 
tremendous growth in recent years of official and semi-official literature 
not only because they, from the very beginning, were determined to 
keep themselves aloof from the “ special class of ruminant animals” 
but because their purpose was to pose the basic problem of our economy 
and suggest remedies with a new creative impulse of restlessness mingled 
with a humane outlook that yearned for the emancipation of our 
teeming millions from the throttling grip of squalor, disease and poverty. 


But each revision added to the subject matter and the book gradu- 
ally became voluminous and bulky. It is true that a book on Indian 
Economics has to encounter a growth rate which is rather difficult to 
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_ keep under control but that does not mean that one should steadfastly 
hold out some of the old matter simply because they represent a most 
painstaking analysis. Merciless trimming is sometimes impossible but 
a good amount of pruning and neat tieing up of ends are always desirable. 
The book under review runs into more than eight hundred pages though 
the focal points are still restricted to the domains of population, agri- 
culture and industry. Even so, there is hardly any doubt that -the 
book is a classic work and still ranks very high among the most important 
contributions to Indian economic literature. The latest edition of the 
book contains many recent informations and a number of fresh items 
pertaining to our developmental plans. The new edition is both lively 
and stimulating and Professors Wadia and Merchant continue to warn 
against the closed minds of a good many of the present-day Indian 
economists. 


The fact that this book appears for the first time in the Vora series 
and is sold at a modest price should not deceive the reader. It should 
be reiterated that Wadia and Merchant’s book is a serious work and 
should be taken as such by students of the subject ; because of its modest 
price, it will now have a wider public reception. In this new edition old 
and new materials have been laboriously and brilliantly put together. 
The student as well as the general reader are sure to find substance and 
enjoyment in this volume. 


The latest edition, like its predecessors, as a whole is reasonably 
objective. Most of the time the authors give one a glimpse of their 
faith in a socially controlled a planned economy with co-operative base 
layers. Fourteen years ago, when developmental planning was a 
dream of our people, the authors pleaded for an “ integrated socio- 
political structure”, based on democratic planning, relying on co- 
operative principles. The spirit of optimism, that dominated their 
study at that time, still continues. They believe that “in spite of all 
shortcomings, the five year plans represent an effort at thinking in 
terms of an integrated economic and social life’ and will ultimately 
help us to realise our cherished goal of a socially controlled planned 
economy where “‘ work and leisure and learning and love will unite to 
produce a fresh form for every stage of life.” This sounds rather 
Utopian but an unerring note of optimism has its purpose. It rouses 
new hope, kindles new faith and roots out the defeatist mentality. 
Today amidst the growing pains of a large-scale development plan, 
an undaunted faith in our capabilities and potentialities coupled with 
a spirit of optimism will certainly help us to fight a plucky battle against 
tremendous odds. 
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Let this review leave the impression that though Wadia and 
Merchant’s book is voluminous yet it has its own merits. The present 
volume shows great erudition, patient attention to details, and earnest 
devotion to the public weal. Professors Wadia and Merchant have once 
again brought ingenuity and deep interest to their task. It is still 
an excellent book which can be heartily recommended as desirable 
reading for all advanced students of Indian Economics. 


Calcutta GHOSH 


Economic Planning by Programme and Control in Great Britain (1945-50). 
By Gitpert WALKER (London: William Heinemann Ltd., 1957. 
pp. 175. Price 18. s.). 


Books on the practical aspects of economic planning are bound to 
arouse considerable interest in India at present. The book under 
review is particularly so. The author, who is Professor of Commerce 
in the University of Birmingham, was invited by the Harvard Summer 
School to offer a series of lectures on the general theme of economic 
planning in Great Britain, and the book is the result of this assignment. 
Prof. Walker presents the diverse economic problems faced by Great 
Britain at and after the conclusion of the Second World War and 
examins the attempts made at the solution of these problems through 
governmental economic planning. 


The book opens with a brief discussion of the typical problem of 
instability in a capitalist economy and the progressive change in 
economic thought on this subject over the course of years. The evolu- 
tion of programmes of social improvement in Britain is also traced upto 
the publication of the famous Beveridge Report on Social Insurance 
and Allied Services. 


The theoretical concepts relating to the flow of income in the commu- 
nity and the stabilization of the national product are explained in 
Chapter II ; the importance of continuously collection reliable data on 
various heads connected with national income is brought out and the 
methods by which such data are assembled and utilised in Great Britain 
are also explained. 


The general problem of mobilization of national resources in a 
period of war is discussed in the next chapter and the mechanism 
institued and procedures adopted in Britain for the allocation of man- 
power in accordance with determined lines of priorty and for the acqui- 
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sition of finance for the prosecution of schemes directly or indirectly 
related to the war are also elaborated. 


Chapters [IV and V are of crucial importance for a clear under- 
standing of the process and problems of economic planning in post-war 
Britain. Although the Employment Policy of 1944—the first recognisa- 
ble step in the introduction of planning in Britain—was announed by 
the Coalition Government headed by Mr. (now Sir) Winston Churchill, 
it was the Labour Government which during its regime of 1945-50 
took some of the most decisive steps in the direction of central economic 
planning. During 1946-47, Britain faced a series of crises in the shape 
of a depletion of stocks, a shortage of goods, a scarcity of resources of 
every kind especially labour, a deficit in the balance of payments, 
a wide-spread industrial stoppage caused by coal shrtage, the premature 
exhaustion of the Anglo-American loan, and the heavy drain on Britain’s 
gold and foreign exchange reserves until Marshall Aid came to the rescue 
of the country. It is against this background that one has to judge the 
Economic Survey of 1947 in which the Government outlined its policy 
of economic planning. This was followed in December 1948 by the 
Long-Term Programme which partook of the nature of a four-year Plan. 
This part of the book deals elaborately—and critically—with “ the 
chief elements ’’ of ‘“‘ the system of economic planning ” sought to be 
developed by the British Government, viz. “‘ an organisation with 
enough knowledge and reliable information to assess our national 
resources and to formulate the national needs,” secondly “a set of 
economic ‘ budgets’ which relate those needs to our resources and which 
enable the Government to say what is the best use for the resources in 
the national interest ” and thirdly “‘ a number of methods, the combined 
effect of which will enable the Government to influence the use of resourc- 
es in the desired direction without interfering with democratic freedoms.”’ 
The structure of the planning heirarchy, the working of the committees 
for controls, the framing of the materials-programme, the manpower- 
budget and the investment-programme are discussed adequately with 
elaborate documentation. The control of imports which is of obvious 
importance in an economy heavily dependent on international trade, 
is examined in Chapter VI with special reference to Britains’ internatio- 
nal position and the dollar shortage. 


The last two chapters contain an assessment of the experiment in 
economic planning in Britain with a critical examination of the desira- 
bility and efficiency of the various types of controls and inducements 
which were employed for the attainement of specific ends. The author’s 
own reaction is not very favourable to the planners. Prof. Walker 
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agrees with the Labour Government’s view that democratic economic 
planning should rest essentially on the willing and fruitful co-operation 
between government, industry and the people. But he believes, unlike 
the Labour Party, that such wholehearted enthusiasm and co-operation 
could be expected only in a period of war. The Government’s error lay 
in supposing that which could succeed in war would succeed equally 
well in peace. ‘‘Much can be accomplished in war”’ says the Professor, 
** just because the requirements of the State for military purposes are 
paramount and recognised as such. Priorities, as long as governments 
retain the confidence of governed, are obviously commanding. What is 
right in war, however, is not necessarily right in peace, nor can public 
advantage in peace be put with certainty before private vested interest.” 
(p. 142). The result was that in no part of the ‘ Plan’ was there any- 
thing to catch the imagination of the people and to enlist their active 
support to the task set up as targets ; and although inflation could be 
effectively kept under check, “‘ the methods upon which the planners 
had been relying ‘ to influence the use of resources in the desired direct- 
tion’ became increasingly ineffective.’ ‘‘ The system of democratic 
economic planning was well equipped with brakes. But there was no 
engine to drive the efforts of the people and move them towards the 
chosen objective.” (p. 143). 


British economic planning was largely a ‘“‘ planning by prevention, 
consultation and consent,” and was therefore naturally subject to 
severe limitations. The limitations could probably be overcome only 
by official direction, but that on the one hand would hardly be consistent 
with democracy and liberty and on the other would exacerbate difference 
between official and business opinion and mark the end of fruitful co- 
operation. The attempt made in 1947 at the direction of labour evoked 
considerable protest in the country and the redistricbution of labour 
contemplated by the manpower budgets could not be carried through’ 
Under conditions of full employment, if allocations of labour could not 
be made, the expansions in the output of industries essential to the 
fulfilment of the plans would not be brought about, and the man-power 
budget became just an “ academic exercise.”” Further, while the 
Government could regulate investments through licences, and allo- 
cation and influences private income at the disposal of business and 
persons through fiscal methods, “‘private saving cannot itself be planned.” 
According to the author, “‘ Government in a society which leaves indi- 
viduals to dispose as they please of their earnings after tax, cannot 
easily nor with certainty influence the value of the income which is 
saved nor consequently the value of the resources currently being 
withheld from consumption and ready for capital purposes.” (p. 157). 
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The observations made by Prof. Walker on democratic economic 
planning as tried in Britain under the Labour Government is, subject 
to limitations, of relevance to the Indian context. To what extent a 
democracy in peace can proceed in the direction of central planning, to 
what extent and in waht manner the private sector could be expected 
(or made) to conform to the requirements of the Plan—these are questions 
that frequently engage the attention of businessmen,economists and 
statesmen in India. One may, with justification, hesitate to agree 
with all the conclusions reached by the author. But one can hardly 
ignore the issues he raises, which are of fundamental importance in any 
democracy that strives for planned economic progress. 


Madras T. P. SuBRAMONIAN 
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NOTES 


Production and Supply by Cash cum Subsistence Farmer—A Reply 


How much does a farmer produce and how much does he sell of different 
crops? It is useful to ask this question and to analyse the behaviour 
of the farmer with respect to fieldcrops of which he is a part-producer 
and a part-consumer. Mr. Dutia has taken up this problem in his Note 
in Indian Economic Journal, October 1957. His Note can be divided 
into two parts, (1) theoretical considerations under a very restrictive 
model, and (2) enlarged list of considerations when the restrictions of 
the model are relaxed. It is the second part which has greater relevance 
to realities of the problem but it involves a complicated analysis which 
is not carried out in the Note. But, the first part carries the essence 
of the problem and is discussed at length. I am, therefore, concerned 
here primarily with it. 


Mr. Dutia in his model assumes as given the production resources 
(and hence by mmplication the income level), the relative prices between 
cotton and jowar and between jowar and ‘other goods and services’ 
(cotton and jowar taken as typical crops to represent two groups of 
cash and food crops respectively), and varies the set of preferences 
to conduct the analysis. The analysis leads to the conclusion that, 
given income and relative prices of goods concerned, it is the difference 
in preferences that make a farmer, a surplus, a deficit or a balance 
cultivator. They are defined respectively, as those who sell, buy or 
do not sell or do not buy food. The geometry of the analysis is correct, 
if we assume cotton as the numeraire for the bundle of ‘ other goods 
and services’ whose composition remains unchanged whatever the 
price level between jowar and other goods and services. This is, 
however, a too restrictive assumption, but has to be made for his figure 
in which both cotton and ‘ other goods and services’ (if fact cash income 
as shown by Dutia) are plotted on the same y-axis. 


+ If this restrictive assumption is not made the analysis falls . 
Quantity of cotton and ‘ other goods and services ’ exchanged for a given quantity 
of jowar will not be physically identical and, therefore, if the above indicated restrict- 
ive assumption is not made, the price-line for cotton-jowar and ‘ for other goods’ 
and jowar will be different, the latter being less steep in both the cases of purchase 
and sale of jowar. With this complicated figure, it will not be possible to mark off 
the three regions in any district manner. Even the splitting of the figure into two, 
may not show three regions of surplus, self-sufficiency, and deficits, in the above, 
expanded list of assumptions is deduced from the figure drawn by him. 


NOTES 278 


Nevertheless, one may ask the question: Is the conclusion of the 
analysis helpful to explain the real economic phenomenon, to any 
extent ? The difference in the preferences between a surplus farmer 
and a deficit farmer may be very big : according to the analysis of the 
Note the former should have a strong preference for ‘ other goods’ 
while, the latter should have an equally strong preference for foodgrain. 
It is difficult to believe that such sharp differences in preferences would 
obtain in bulk of farmers who supposedly have equal or comparable 
income level.? If on the other hand the preference map is taken as 
given and income made an independent variable, we may find an expla- 
nation for the phenomenon of some farmers being surplus, some being 
deficit and some balanced. The analysis then rests on Engel curve or 
income elasticity of food (in this case home—produced food). We 
know that the income elasticity of demand for food decreases as income 
increases, especially at a more rapid rate for home-produced food. 
We may, then, have three regions, (1) surplus A-F (2) balanced F-H, 
and (3) deficit H-B (ef. figure given by Mr. Dutia in his Note) but not 
on the same production possibility curve. As the production possi- 
bility curve moves out in the space i.e. as the income rises, a farmer may 
pass from region three to two and one. It is the big farmer who has 
relatively stronger preference for ‘ other goods and services.’ Selling- 
price of jowar will, be relevent for him, since he will be mostly asurplus 
farmer. On the other hand, a small or a very small farmer will have 
a strong preference for food (jowar) and, most probably, he will be a 
deficit farmer.® 


I do not suggest that Mr. Dutia has no point to make. His point 
has, however, a limited applicability. Preferences are affected for 
instance by location. Farmers in villages nearer the town may have 
less strong preference for foodgrain at a given income level. In this 
and similar situation his analysis becomes helpful. In this particular 
case, the hypothesis would be that, other things the same, for given 
income levels there will be less of deficit and more of surplus farmers in 
villages near towns. But, the other things may not remain the same, 
frequency distribution of farmers according to income levels may differ. 


* This analysis has greater relevance for investment problem : when interest 
rates for borrowing and lending differ, and more than the income level the capacity 
and willingness to undertake business risks would make a person essentially a 
borrower or a lender. 


* He may not be a deficit farmer, if his economy has rigidities such as fixed 
financial commitments. Further, the analysis based on production possibility 
curve has a limitation. Specialisation in one of the two crops will obtain only if the 
price line is parallel to one of the two axes. In the real world, the farmer may 
specialise in the production of one crop, depending on his comparative advantage, 
and may be a surplus farmer at all levels of output. 
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It is often suggested that villages should be opened to the outside 
influence, the implication being the preferences would, then, change in 
favour of ‘ other goods and services ’ which would increase the market- 
able surplus of agricultural produce, especially of food grains. It would 
be obvious that unaccompanied by income-raising efforts, by itself 
this suggestion, if carried out, may not bring the desired results. 


It should also be obvious from Mr. Dutia’s analysis that efforts 
to reduce the margin between the sale and purchase price of food grains 
i.e. contraction of the price-spread, may, in all probability, tend to 
increase the number of surplus and deficit farmers, but not necessarily 
the aggregate marketable surplus. 


I would agree with Mr. Dutia that limited models, such as one 
given by him, help only to bring out a point. Fuller analysis of the 
problem under study would require a complete supply function, in 
which supply of different crops will depend on numerous variables. 
I would merely note here that, we should include in his list of variables 
leisure and some items like desire for education of children, and fond- 
ness for social status which require expenditure to be incurred. In 
the Indian situation we notice an increase in income resulting in with- 
drawal of child and woman labour, and sometimes male labour too from 
such important operations as ploughing etc., without compensating 
improvement in supervision and management. 


Chicago C. H. SHau 


Not All That but only Sociology—A reply to Dr. Mehta 


WHEN one incessantly hears that what goes by the name of eco- 
nomics is anarthashatra and economists in India have no familiarity 
with the real situation in the country, one cannot help but resort to 
self-analysis. Economics is a product of the 19th century individual- 
istic philosophy, but to-day it has advanced much further than where 
it was at that time. In all those formative years its contribution to 
scientific resource utilization was the greatest. With the strides made 
by technology in recent years, it would be futile to hold on to the 
belief that we can continue with the primitive method of resource 
utilization. At the same time a caution is necessary. Though econ- 
omics as science can help us in the scientific management of our re- 
sources, as a social science, its laws do not have universal applicabi- 
lity to the same extent as the law of gravitation would have and there- 
fore one must not ignore the institutional background of the people 
while studying their economic preferences. Writing about under- 


developed countries Paul Samuelson mentions “Ignore their customs 
and their ancient prejudices only at your peril, rather you must add 
to pure economics generous doses of sociology and anthropology’ 
(P. 720, Economics, An Introductory Analysis, 3rd Asian Students’ 
Edition, McGraw Hill Book Company, 1955). 


This note is, therefore, not an indictment against Dr. Mehta’s 
thesis. (Vide, All this and Sociology too—The Indian Economic 
Journal, January, 1958, Vol. V. No. 3). It is an attempt to visualise the 
possibility of a rapprochement between economics aad sociology which 
according to Mehta is full of dangerous implications. His essay is re- 
plete with ideas. Thus, by having a detour into the intractable situa- 
tion One may get acquainted with a number of undiscovered blind 
alleys about the role of social sciences in India. However, it is not the 
intention of the present writer to arrogate to herself the responsibility 
of building up a science of society. All that one can say is that there 
is no finality regarding any approach and one need not be very super- 
cilious about what one has to say. 


It is not necessary to take into the purview of this piece all that 
Dr. Mehta has to say about Myrdal’s book. It is a review and it 
would be rather inappropriate to comment on that. This. is not a place 
to controvert much that Dr. Mehta has said about the deplorable state 
of economic theory and teaching in underdeveloped countries. It is 
good that as scientists, economists in India have not remained borrow- 
ers at large and their satchel contains, if not all indigenous products 
at least so much as has been encouraged to grow through protective 
duties and restrictions on imports. It would serve the purpose of this 
note, if only it can justly put up a case for a co-operative research in 
economics and sociology. One hopes that this would not be challenge- 
ed by the Indian economists as infra dig. Dr. Mehta’s caution at un- 
warranted criticism of Western economic theory is pertinent and timely. 
We need both a real and on academic economist in India, before we 
can think of throwing away the bath water of Western economic theory 
from the bucket of ‘ Indian Economics’. Indian economists are stand- 
ing at the cross roads. On the one hand their education in pure econ- 
mics makes them chary of trying innovation in their study of pract- 
ical problems. On the other hand progress is impossible without facing 
such imponderables. This can be feasible only if economists are pre- 
pared to face facts and nurse no prejudices. That would enable them 
in furthering the interest of science through analytic apparatus build- 
ing. Economists must not fight shy of understanding the framework of 
society, if that helps them in controlling the total situation. 


In the West at the time of Adam Smith’s ‘ Wealth of Nations’ or 
Quesney’s ‘Tablaeu Economique’ economics had just attained or 
was still struggling to attain, a respectable stature of Science, and there- 
fore every writer was free to take into his encompass whatever he 
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though proper from his subjective point of view. Malthus’s Essay on 
Population was an attempt to analyze the existing situation in 
terms of the conceptual framework of the science-of the Political 
Economy. Economic Science grew as economic development went 
apace and new theories emerged as the practical experience extended 
the field of observation. The roots of knowledge are in society. Thought 
and the level of society are intimately connected. When we lament 
over the absence of theory-building in India, we ought to remember 
this sociological fact. A theory sprouts from the fertile soil of ori- 
ginal and inspiring ideas. ‘Thought is not an independent self-con- 
tained and abstractly intelligible fact but is intimately bound up with 
action. The form and content of thought vary with the situation we 
are thinking about. Thought does not create the world, but rather 
in a given world, with a given structure a given form of thought is 
an instrument, which may, at a certain moment either be adequate or 
inadequate or else be in the process of becoming increasingly adequate. 
There is no thought ‘as such’; a specific type of living creature thinks 
in a world with a specific type of structure in order to fulfil certain 
specific life functions,” so wrote Mannheim. (Man and Society, Rout- 
ledge and Kegan Paul Ltd., London 1951, p. 149). Viewed in this light 
Dr. Fredie Mehta’s suggestion to divide economic teaching into three 
stages, primary, secondary and tertiary, though meriting our closest 
attention cannot be fitted into the level of thought that we are in. 
Many of our students have no familiarity with the tools of economics 
and it is this unfamiliarity that breeds contempt. They do not feel a 
sense of ‘discovery’ when they know about them. Economics, to 
them, is a subject that provides jobs. When the first stage is hard to 
grasp, the two next stages ipso facto would become redundant. The 
majority of students have their eyes on employment and sometimes they 
realize the underlying tragedy of their position. The theoretic appa- 
ratus does not seem to offer them any solace. This becomes obvious 
to them as they gain familiarity with the social life. People are poor 
and there is not much work to provide them with gainful employment. 
Yet employment is not that the people want. Man does not live by 
bread alone. What does he want? Here Sociology may lift the 
curtain of uncertaintly. 


In an area round about Nasik, where one crop paddy cultivation 
prevails, it has been found that the cultivators on an average have no 
work for three and half months in the year. It may be supposed that 
they would be prepared to work at any wage in their spare time if 
work is offered to them. But they do not. They would rather be un- 
employed than accept a lower wage. Even the Adivasis persist in 
their demand because it is believed that the Adivasis are less 
money minded. They do get good wages as forest labourers and there- 
fore they feel that once they accept low wages, their wages would be 
depressed for all time to come. In almost all these villages farmers 
are willing to share the expenses of sinking wells or constructing 
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approach roads. In some villages, villagers collected the amount, 
began the work without even waiting for the Government’s sanction. 
But this is all done through Shramadan. Most of the cultivators track 
a considerable distance with their cart, to find some work at a reason- 
able wage, but would not accept any employment in their village at a 
lower wage than what they considered reasonable. They return when 
the season is on and when they are needed on the fields. People are 
unwilling to move out permanently even if employment opportunities 
are available. Here there is no question of ‘saving potential,’ no 
consumer goods multiplier. Sometimes what one calls disguised under- 
employed turns out to be a proverbial black cat. . 


There is another bottleneck which one cannot completely relegate 
to the dungheap of the unverifiied or unverifiable hypotheses, as the 
very fact of its existence affects the employment pattern of the country. 
There are a thousand and one occupations in India with their long 
association with castes. e.g. weavers, carpenters, blacksmiths, gold- 
smiths, basketmakers, coppersmiths etc. Government has opened mul- 
ti-purpose technical schools at many places. On discovers that those 
who take to carpentry or other such crafts are rarely the children of 
so called high castes. Even tailoring is despised by them. Thus a 
glimpse at social facts cannot altogether be ruled out. This needs to 
7 noted, explained and sometimes accepted as unchangeable in the 
short run. 


It is this stuff from which we have to build the theoretical frame- 
work of the economic science. Dr. Mehta mentions two activities, 
where sociologists are needed to relieve the economists of their burden 
—population growth and capital formation. Population indeed will 
have the tenacity to fight the ways of the planners. Incomes may show 
buoyancy but the acquisitive spirit may not find favour or population 
may not change its course. And what about capital formation ? 
Dr. Mehta himself has admitted, that it is a complex Gordian knot 
and no economic Alexander can cut it. This makes him accept perhaps 
out of sheer desperation—training in sociology “not a luxury—but 
almost a cold blooded necessity.” Is it as bad as that? Should we 
take to sociology because there is no help? It is like jumping out of 
the frying pan into the fire. No doubt, there are many determinants 
of capital formation—of which several are non-economic. Why should 
the latter scare us away ? Dr. Mehta’s admission of-the necessity makes 
him think of the possibility. He sees himself racing with time. How 
can a student be all knowing ? The expanse covered by economics is 
wide enough, sociology wider still. But after all, the rivers, though 
they have their source at the mighty height, always meet the ocean 
on the plain. It is a virtuous process of clouds having their source in 
the sea and the river in the clouds, and again the river blending with the 
ocean. Here the circular and cumulative causation works. Economics 
has its roots in sociology and sociology its branches in Economics. 
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One without the other is barren. The main springs of economics are 
in society and therefore in sociology. But that should not mislead us 
to think that they are inseparable. There is no tie as intimate as 
that of a mother and child, but that does not make the child dote on 
the mother. That would be unnatural. What is needed therefore is 
not a sociological approach to economics (that is a vague and woolly 
idea) but a sociological theory, to which economists would easily 
consult whenever their limited armoury fails them. It needn’t be one 
sociological theory, it can be many. What is hinted at is, that there 
is room for all. Unfortunately in India, if economics is still groping 
in the dark, sociology roams about blindfolded. Sociology in India 
as a discipline has still to build itself up and therefore co-operation with 
other social scientists must have precedence over individualism. This 
is not assimilation, it is interdependence. Unless Sociology gains in 
dimensions, economics may have a narrow field of society to draw 
upon, Why should an Indian economist be so much obsessed by the 
fear of losing himself in the woods of sociology? That beats me. 
If one is not misinterpreting Professor Myrdal, what he is advocating is 
the understanding of the social force that acts as a resistant to any 
effort of helping the economy to have a ‘take-off.’ As an economist 
one has to understand them, not to explain them. It is the sociologist 
who can explain these forces. If he discovers that religious mindedness 
hinders the process of capital formation, he may suggest alternative 
measures to precipitate the rate of capital formation or utilize the 
religious mindedness for the same purpose. Charity and not taxation 
may mobilize resources. What is to be underscored is that economists 
should not assume away these social forces and live in their ivory 
tower. 


Dr. Mehta’s point about integration is rather far fetched. What 
has an integrated approach to do with totalitarianism ? It sounds as if 
sociologists are advocating the cause of totalitarianism. When social 
scientists like Mannheim or Talcott Parsons recommended integrated 
approach, should we take them as advocating the cause of Hitler or 
Mussolini? It is not the knowledge of sociology that would bring as 
nearer to this impasse, it is ignorance of it. Economists well versed in 
sociology would not dare to seek short cuts. It is those who face bottle- 
necks everywhere and who have no equipment to control the situation, 
who would try to control the total social situation. Knowledge makes us 
hesitant to act ; it is the absence of it that mars the panorama of social 
life. An integrated approach having its roots in understanding and 
knowledge can never degenerate into a bureaucratic approach. 


These few observations have been made not out of dare devilry, 
but just to put forward a plan for an approach which would have 
some relevance to the academic climate around. The time has come 
to défine and delineate the fields of these two sciences so that their 
interdependence and their mutual interests are not sacrificed at the 
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altar of a false sense of dignity. It is true that one can master the 
science of one’s choice by only specializing in that field. This helps 
in building up the science and in understanding the intricate panorama 
of society. Sociologists and Economists in India have an additional 
duty. They will have to come together in many fields and be 
path finders. It would indeed be an arduous journey. They will have 
to battle with prejudice and prepossession and yet maintain objecti- 
vity. Sociologists and Economists in India are faced with the task not 
only of theory-building but also of assisting the administrators and 
laymen in laying the foundation of a new society. They are torn bet- 
ween two masters, Science and humanity. The former demands a bit 
of callousness to human sufferings, the later enjoins service. Lord 
Keynes wrote “Thus the author of these essays for all his creakings, 
still hopes and believes that the day is not far off when the Economic 
Problem will take the back seat where it belongs, and that the arena of 
the heart and the head will be occupied or re-occupied by our real 
problems—the problems of life and of human relations, of creation 
and behaviour and religion.” (Keyness J. M. Essays in Persuasion. 
New York. HarCourt Bruas & Co. 1932, p. vii). A science of 
society, and economics is nothing if not a science of society, cannot 
ignore human frailty and it is the human frailty that makes social 
sciences imperfect. Even quantification and measurement have their 
limits in matters where the monetary standard is applied. Land, labour, 
capital and entrepreneur are the resources of the society, which are 
made available to the economy according to the preferences of the 
members of the society. If economics as a science ignores these pre- 
ferences, the results are bound to be unreal, though they may be tech- 
nologically sound. If a farmer uses bonemeal manure against the 
wishes of his family members and other farmers in the village he is 
ostracised. And if by some stroke of ill luck or due to the scarcity of 
water in the field, his crops fail, imagine his plight. It is impossible 
for him to go against the traditional mores of society. One encounters 
all these unpalatable truths in one’s field-work, which makes one 
reluctant to accept the role of a scientific minded economist in India. 


On the more sophisticated level even if the economists and socio- 
logists inhabit separate worlds of their own, it needn’t be inaccessible to 
either. Economic theory had an early start ; it has achieved perfection 
in certain branches; it is the most developed branch of all social 
Sciences. It is possible therefore to utilize with modifications, econo- 
mic theory in areas upto now neglected by economic theory. The 
analytic apparatus could be modified to that extent. This method does 
not turn a social system into an economy, but where non-economic 
factors are at large, this approach may help in understanding the social 
process. Anthropologists have collected considerable data about 
primitive economics and the attitudes of the primitive people towards 
material welfare. Be it labour or capital, interest or exchange, the 
primitive people are more collectively and socially oriented. Capital, 
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is a social concept and labour is rendered as a social service. Its 
rewards are calculated in terms of the existing social situation and not 
in terms of the economic situation. The social situation comprises the 
total reality while the economic criterion explains an immediate need. 
When the Adivasis of a particular area show reluctance to accept a 
lower wage, it does not mean that they have turned materialistic because 
the same Adivasis would willingly participate in voluntary labour 
project. The real point is that the work that is given to them has no 
meaning in terms of their schemes of values. It conflicts with their 
leisure season and it is more of a routine nature. It does not fit in 
their social and economic activities. Similarly interest payment is 
embeded in complicated social preferences, and it is only a minute 
study of each Primitive Society that can enable us to bring unity to 
the concept. The study of village life in India has thrown much light 
on the spread of non-economic factors and their resistance to any 
attempt at their modification. Sometimes it is these non-economic 
factors which give meaning to the economic reality. If the economists 
analyse these factors thread bare as they do economic factors, perhaps, 
it would enable us to control the siuation with effect. Non-economic 
and economic factors are not water tight divisions ; what is required 
is a stable point of reference. 


The role of social sciences is to explain the working of the social 
forces through the ideological superstructure and value preferences of 
the people. By understanding these forces we can initiate a process 
of change in the social structure. It is the correct appraisal of the 
forces that is needed and not merely fact finding. Facts have no mean- 
ing if they are not understood in their proper setting. If the science 
is for analysis, its ultimate function is understanding, for analysis with- 
out understanding would be barren and understanding without analysis 
would be useless. Professor Myrdal’s advice therefore should not be 
jettisoned as of old, but must be given a due weight in the process of 
a bit of heart searching. As he himself suggests “To pick out what 
is really useful and practical in our traditional theoretical approaches 
—to throw away the ballast—is, however, by no means an easy accom- 
plishment. ......... No critic has ever been effective without knowing 
thoroughly what he was criticising. It is much easier to be a confor- 
mist, than a competent rebel.” It angurs well for the young science 
of economics in underdeveloped areas that this fruitful advice has been 
put forward by no less an authority than Professor Myrdal. One can 
pay no need to it at one’s own peril. 
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